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BASIC SOCIAL SECURITY INFORMATION

Tax rate:

Employee/employer each—7.65%;
(6.20%—0OASDI; 1.45%—HI).

Self-employed—15.30%;
(12.40%—0OASDI; 2.90%—HI).

Maximum taxable earnings base for 1998:

Social Security (OASDI) .....ccoevviiieieeeeeeeeeeee e $68,400
Medicare (HI) ....cccoveiiiiiiiiieeeiiiee et No Limit
Maximum FICA/SECA tax:?

OASDI HI
Employee/employer, each .............cceeeuunnnnnnnennn. $4,241 No limit
Self-employed .........cccccvvieeeiieieiiiieiciireeee e, 8,482 No limit

OASDI workers covered.—1997 (est.)—145.9 million.
Average wage level.—1997 (est.)—$26,732

Earnings required in 1998 for a quarter of coverage.—$700; ($2,300
for four).

Earnings limit exempt amounts in 1998:

$14,500 for beneficiaries age 65—69;2 ($1 for $3 withholding rate).
$9,120 for beneficiaries under age 65; ($1 for $2 withholding rate).

Medicare (SMI) premium.—$43.80/month.
Number of OASDI beneficiaries (12/96) (in millions):

Total OASDI beneficiaries .........cccccvvevvvveeeieeeeeeeeeeeeeeeeeeeeeeeeeenens 43.7
OASI beneficiaries .......cccccccvveveeeieeeiiiieeeeeeee e eeeeeeeans 37.5
Retired WOrKers .....ccoeeeeeeeeeiiiiiiiiiiiiiiiieeeeeeeen 26.9
Families and survivors ..........ccccccvvvvvviviiiiivivininnnn. 10.8
DI beneficiaries ..........oooeeeeeiiveviiiiiiieeieeeeeeeeeeeeeeeeeeeeeeeeeeeeens 6.0
Disabled WOrKers ......cccccoeeeeiiiiiiiiiiiiiiieieeennn 4.4
Family members ..........cccccoovviiiiiiiiiiiieiiieeeeiiineee, 1.7
Average monthly benefits (12/96):
RetiTed WOTKET ...eeeeeeeeeeeeeeeee e e eeeeee e e ee e e e e eeeaeeeeeaa $745
Retired worker and aged SpousSe .........cccccoveeeeeceiiieeeeeciieeeeenns 1,256
Disabled WOTKET .......ccccciiiiiieiiiieeeeciiee et e evre e 704
Disabled worker, spouse and children ............ccccceeeeecnieeennn. 1,172
Aged WIdOW(ET) ..oooeeeiiieieeeciieee et 707
Widowed mother/father and two children ..............ccccc.......... 1,421

1FICA/SECA tax paid by employers and self-employed can be partially deducted under income
tax rules.
2Will gradually increase to $30,000 in the year 2002.
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BASIC SOCIAL SECURITY INFORMATION—Continued

Monthly benefits for 1997 retirees At 62 At 65
Low earner (45% of average wages) ........cccovvevveennenn. $448  $565
AVErage earner .........cccccccevvviiieieeeeeeeeeeecceeeee e 738 933
Maximum EATNET ......cccoeeeeeeeeieeiiiieeeeeeeeeeeereererraearnes 1,049 1,326

Long-range replacement rates (in percent):
Retirement at age 67 in 2030 and later:

Low earner (45% of average wages) .......cccccceeeeevvveeeeeccveeeennnns 56
AVErage CATNIET .......cccceiiiiiiiiiieeeeeeeeeeccirree e e e e e e e e e e e e eeeaaaareees 42
MaXimMUIM ATTIET ...eceerriurieeeerriiieeereiitteeesesieeeesesnereeesesseeeessnnes 28

COLA (effective January 1998).—2.1%.

Taxation of benefits—percent of benefits taxed:

Percent taxed Income threshold Filing status

Up to 50% ...covevvvvvvvvnnnee $25,000-$34,000 ............. Individual.
$32,000-$44,000 ............. Joint.

Up to0 85% .cceeevveenreennn, $34,001 + eoverreeeeen, Individual.
$44,001 + .ocovveeieeee Joint.

Substantial gainful activity in 1998:

$500/month disabled/nonblind;
$1,050/month blind.

OASDI Trust Fund operations (in billions of dollars):

OASDI Trust Fund operations

Calend
arendar year Income Outgo incljee;se Balance
1996 ...oveeeiiiiiii, $424.5 $353.6 $70.9 $567.0
1997 (est.) covvrrrrrieeeeeeeeenn. 451.3 370.8 80.5 647.4

Fiscal year 1996 OASDI outlays.—$350 billion—22.4% of total U.S.
budget of $1.56 trillion.

For SSA information, call: 1-800-SSA-1213.
SSA On Line.—http://www.ssa.gov/SSA__Home.html

Source: Social Security Administration and Board of Trustees
(1997).
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GENERAL

BRIEF DESCRIPTION OF SOCIAL SECURITY PROGRAMS

The Old-Age, Survivors, and Disability Insurance (OASDI) Pro-
grams provide monthly benefits to retired and disabled workers,
their dependents and survivors. The OASDI Programs are con-
tained in title II of the Social Security Act, and are commonly
known as “Social Security.” Old-age benefits were provided for re-
tired workers by the original Social Security Act of 1935, benefits
for dependents and survivors were provided by the 1939 amend-
ments, and benefits for disabled workers were enacted in 1956. The
Medicare Hospital Insurance (HI) Program, enacted in 1965 as title
XVIII of the Social Security Act, is closely related to the OASDI
Program. (The HI Program is described in section 2.)

CONCEPT OF SOCIAL INSURANCE

When the OASDI Programs were created, “insurance” was in-
cluded in their titles to show that their purpose is to replace in-
come that is lost to a family through the retirement, death, or dis-
ability of a worker who has earned protection against these risks.
This protection was to be obtained by working in jobs that are cov-
ered under Social Security and therefore subject to payroll taxes
that finance Social Security benefits. Once workers worked long
enough in covered jobs to be insured, they and their families would
have eligibility for their benefits as a matter of earned right. The
level of benefits is based on the amount the worker earned in cov-
ered jobs, and is paid without a test of economic need.

However, the social ends the programs serve diverge somewhat
from the insurance analogy. The programs are national, and cov-
erage is generally compulsory and nearly universal. They are de-
signed to address such social purposes as alleviating poverty, pro-
viding added protection of families versus single workers, and pro-
viding a larger degree of earnings replacement for low-paid versus
high-paid workers. The OASDI Programs were therefore described
as “social” insurance.

FINANCING MECHANISM

The primary source of revenue for OASDI is the payroll tax paid
by workers covered by the program and their employers. OASI and
DI have separate tax rates set by law. Coverage under Social Secu-
rity is generally compulsory. Currently, an estimated 96 percent of
the Nation’s paid work force is covered either voluntarily or
mandatorily.

The taxes for wage and salaried workers are imposed under the
Federal Insurance Contributions Act (FICA, chapter 21 of the In-
ternal Revenue Code). Taxes are based on earnings up to the an-
nual maximum taxable wage base ($68,400 in 1998 for OASDI,
with no limit on wages subject to HI). The employee share of the
payroll tax is withheld from wage and salary payments, and is
matched by employers, currently at a rate of 7.65 percent each.
Self-employed persons are covered by the Self-Employment Con-
tributions Act (SECA, chapter 2 of the Internal Revenue Code).
They pay contributions on their net earnings annually up to the
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same maximum as employees, but at a rate that is equal to the
combined employee-employer tax rate. However, the self-employed
may deduct 7.65 percent from their net earnings before computing
their Social Security tax and may also deduct half of their Social
Security tax as a business expense for income tax purposes.

Revenue from the OASI and DI portion of the tax is credited to
the Old-Age and Survivors Insurance Trust Fund and the Disabil-
ity Insurance Trust Fund, respectively. In addition, the revenue de-
rived from the taxation of a portion of 50 percent of Social Security
benefits is credited to each trust fund (for additional detail, see sec-
tion on “Taxation of Benefits”). The trust funds are the source of
payment for: (1) monthly benefits when the worker retires, becomes
totally disabled, or dies (including a financial interchange with the
Railroad Retirement System), and (2) administrative expenses for
the program. A discussion of OASDI administrative costs may be
found in a later section on “Budgetary Treatment of OASDI.”

BRIEF HISTORY

The 1935 Social Security Act covered only workers in commerce
and industry, then about 60 percent of the work force. At first, the
act provided only monthly benefits to retired workers age 65 and
over, and a lump-sum death benefit to the estate of these workers.
The monthly benefits were to begin on January 1, 1942. The 1939
Social Security Amendments provided benefits to dependents of re-
tired workers (wives aged 65 and over and children under age 16);
and to survivors of deceased workers (widows aged 65 and over,
mothers caring for an eligible child, children under age 16, and de-
pendent parents). In addition, the 1939 amendments provided that
these benefits would begin in 1940. The 1939 amendments were
the first in a nearly 40-year series of program expansions.

In 1956, benefits were extended to disabled workers aged 50-64,
and to disabled children over age 18 of retired, disabled, or de-
ceased workers, if they became disabled before age 18 (changed to
disabled before age 22 in 1973). The 1958 amendments provided
benefits to dependents of disabled workers on the same basis as de-
pendents of retired workers. Benefits for disabled workers under
age 50 were provided in 1960.

Monthly cash benefits were increased on an ad hoc basis 10
times before the first automatic cost-of-living adjustment was im-
plemented by the Social Security Amendments of 1972. Beginning
in 1975, benefits have been automatically adjusted each year to
keep pace with inflation, except during calendar year 1983, when
the adjustment was delayed 6 months (see table 1-1).

SOCIAL SECURITY COVERAGE OF THE WORK FORCE

In 1937, approximately 33 million persons worked in employment
covered by the Social Security system. Over the years, major cat-
egories of workers were brought under the system, such as self-
employed individuals, State and local government employees (on a
voluntary basis), regularly employed farm and domestic workers,
members of the armed services, and members of the clergy and re-
ligious orders (on a voluntary basis). In 1997, of a total work force
of approximately 151.9 million workers, about 145.3 million work-
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ers and an estimated 96 percent of all jobs in the United States are
covered under Social Security. Of the total work force, an estimated
14.1 million workers were self-employed in 1997. In 1996, an esti-
mated 86 percent of all earnings from jobs covered by Social Secu-
rity were taxable (see tables 1-2 and 1-3).

TABLE 1-1.—SOCIAL SECURITY BENEFIT INCREASES FROM THE BEGINNING OF THE
PROGRAM THROUGH JANUARY 1998

[In percent]

Date increase paid Amgrligtsgf
JANUATY 1998 .ot 2.1
JANUATY 1997 et 2.9
JANUATY 1996 oot 2.6
JANUATY 1995 oot 2.8
JANUATY 1994 oot 2.6
JANUATY 1993 oottt 3.0
JANUATY 1992 oottt 3.7
JANUATY 1991 oottt 5.4
JANUATY 1990 oottt 47
JANUATY 1989 oot 4.0
JANUATY 1988 ..o 4.2
JANUATY 1987 oottt 1.3
JANUATY 1986 ..o 3.1
JANUATY 198D oottt 35
JANUATY 1984 oottt 35
JUIY 1982 et 7.4
JUIY 1981 ettt 11.2
JUIY 1980 et s 143
JUIY 1979 ettt sttt sen 9.9
JUIY 1978 ettt 6.5
JUIY 1977 ettt nens 5.9
JUIY 1976 ettt nes 6.4
JUIY 19751 ettt een 8.0
APFIIULY TOTAZ et 11.0
OCODEE 1972 oo 20.0
FEDIUAMY 1971 oottt 10.0
FEDIUAMY 1970 oottt e 15.0
MArCh 1968 ..ot 13.0
FEDIUAMY 1965 ..ot e 7.0
FEDIUAMY 1959 oottt 7.0
OCODEN 1954 ..o 13.0
0CODEE 1952 ..o 12.5
0CTODEE 1950 .ot 77.0

1 Automatic COLAs began.
2|ncrease came in two steps.

Source: Social Security Administration.
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TABLE 1-2.—CIVILIAN WORKERS COVERED BY SOCIAL SECURITY SYSTEM, 1939-96

[Numbers in millions]

Paid civil- 0ASDI coverage 0ASDI and HI-only
Year ie:'ag gm— coverage
ployees ! Number Percent Number Percent
43.6 24.0 95.1 24.0 55.1
51.2 30.8 60.2 30.8 60.2
56.7 34.3 60.5 34.3 60.5
62.8 51.8 82.5 51.8 82.5
64.6 55.7 86.2 55.7 86.2
65.3 56.1 85.9 956.1 85.9
66.4 57.3 86.3 57.3 86.3
67.6 58.5 86.5 58.5 86.5
69.3 60.1 86.7 60.1 86.7
71.6 62.7 87.6 62.7 87.6
73.6 64.9 88.2 64.9 88.2
74.4 65.7 88.3 65.7 88.3
75.9 67.1 88.4 67.1 88.4
78.0 68.6 87.9 68.6 87.9
71.8 69.9 89.9 69.9 89.9
79.6 11.7 90.1 711.7 90.1
82.6 74.7 90.4 74.7 90.4
85.6 77.6 90.6 77.6 90.6
85.4 77.3 90.5 77.3 90.5
86.0 77.9 90.6 77.9 90.6
89.2 81.0 90.9 81.0 90.9
93.5 85.1 91.0 85.1 91.0
97.0 88.4 91.2 88.4 91.2
99.4 90.7 91.3 90.7 91.3
98.9 89.3 90.3 89.3 90.3
99.0 90.2 91.1 90.2 91.1
98.3 89.8 91.4 89.8 91.4
102.2 93.6 91.6 96.0 94.0

105.5 97.9 92.7 100.3 95.0
107.7 100.0 92.9 102.4 95.1

110.2 104.3 94.6 106.7 96.8
113.3 107.5 94.9 110.0 97.1
115.6 109.8 95.0 1124 97.2
117.4 1117 95.2 114.3 97.4
117.0 112.2 95.2 1149 97.5
117.1 1116 95.3 114.2 97.5
118.7 113.2 95.4 115.7 97.5
121.3 1159 95.5 1184 97.6
124.6 119.3 95.7 121.8 97.1
125.0 119.8 95.8 122.3 97.8
127.7 1226 96.0 1251 97.9

Lncludes paid employees and self-employed for all years.
2Monthly average for these years, all other years as of December.

Source: Office of the Chief Actuary, Social Security Administration.
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TABLE 1-3.—EARNINGS COVERED BY OASDI SYSTEM, 1950-961

[Dollars in billions]

Earnings in covered Total Covqred Taxable earn-

employment earnings earnings ings as a per-

Year Total in cov as a Taxable cent of total

earnings Self- ered em- percent  earnings earnings in

1950 ......... $186.1 $109.8 ... $109.8 59.0 $87.5 19.7
1955 ... 257.4 171.6 $24.5 196.1 76.2 157.5 80.3
1960 ......... 3249  236.0 29.2 2652 816  207.0 78.1
1965 ... 4288 3114 40.3 3517 82.0  250.7 71.3
1970 ... 631.7  483.6 49.9 533.5 844  415.6 77.9
1975 ... 940.1 717.2 70.4 187.6 83.8  664.7 84.4
1976 ... 1037.2  797.2 76.8  874.0 843 7317 84.4
1977 ... 11404 8795 80.8  960.3 842  816.6 85.0
1978 ... 12886  999.0 94.0 1093.0 84.8 9153 83.7
1979 ... 1437.1 1122.0 100.6 1222.6 85.1 1073.8 87.8
1980 ......... 1548.4  1230.9 979 13288 858 11783 88.7
1981 ... 1696.5 1352.0 98.7 1450.7 85.5 1295.0 89.3
1982 ... 1763.8 1422.2 98.6 1520.8 86.2 13655 89.8
1983 ... 1867.0 15009  109.9 1610.8 86.3 1455.0 90.3
1984 ... 2093.0 1667.1 128.2 17953 85.8 1610.0 89.7
1985 ... 22533 1799.6 1418 19414 86.2 1726.2 88.9
1986 ......... 2384.3 19225 1586 2081.1 87.3 18455 88.7
1987 ... 2565.6  2057.2 1779 2235.1 87.1 1960.1 87.7
1988 ......... 2776.5 22326 199.7 24323 876 2092.2 86.0
1989 ... 2943.1 23625 2109 25734 87.4  2231.7 87.0
1990 ... 31185  2509.9 193.8  2703.7 86.7 23584 87.2
1991 ... 3190.5 25654 1955 2760.9 86.5 24221 87.7
1992 ... 3395.9 27105 2058 2916.3 859 25323 86.8
19932 ... 3510.7 2821.4 2120 3033.4 86.4  2649.0 87.3
19942 ... 3692.7 2954.0 2215 31755 86.0 2782.7 87.6
19952 ... 3908.9 3139.8 2349 33747 86.3 2924.0 86.6
19962 ....... 41479 33283 2542 3582.5 86.4 3082.8 86.1

1Sum of wages and salaries and proprietors’ income with inventory valuation and capital consumption
adjustments, as estimated by the Bureau of Economic Analysis in the National Income and Product Ac-
counts.

2 Preliminary.

Source: Office of the Actuary, Social Security Administration.

While coverage is compulsory for most types of employment, ap-
proximately 6.6 million workers did not have any coverage under
Social Security in 1996. The majority of these noncovered workers
were and still are in State and local governments or the Federal
Government (see tables 1-4 and 1-5 for the most recently available
statistical breakout). Beginning January 1, 1983, Federal employ-
ees were covered under the Medicare (HI) portion of the Social Se-
curity tax, and all Federal employees hired after 1983 are covered
under the OASDI portion as well. In 1992, 75 percent of State and
local government workers (15.5 million out of 20.6 million) were
covered by Social Security. Beginning January 1, 1984, all employ-
ees of nonprofit organizations became covered, and as of April 1983
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terminations of Social Security coverage by State government enti-
ties were no longer allowed. State and local employees hired after
March 31, 1986 are mandatorily covered under the Medicare Pro-
gram and must pay HI payroll taxes. Beginning July 1, 1991, State
and local employees who were not members of a public retirement
system were mandatorily covered under Social Security. This re-
quirement was contained in the 1990 Omnibus Budget Reconcili-
ation Act (Public Law 101-508).

TABLE 1-4.—ESTIMATED SOCIAL SECURITY COVERAGE, 1996

s Noncovered Percent
Total (millions) —“ryiljigns) covered
WOTKEIS L .ot 150.3 6.6 95.6
Jobs: 2
State and local government3 ........... 22.3 5.5 75.3
Federal civilian .....cccovvveeeeienn, 4.0 1.3 67.5
Students 4 .o 2.3 2.2 43

Uincludes both employees and self-employed.

2Because workers may work at more than one job during the year, the total number of noncovered
jobs exceeds the total number of noncovered workers. Because this table includes workers who worked
only in a noncovered job at any time during the year, it shows a higher number of noncovered jobs than
does table 1-2, which is based on coverage status in December of each year.

3Excludes students.

4Includes students employed at both public and private colleges and universities.

Source: Social Security Administration.

TABLE 1-5.—ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE AND
LOCAL GOVERNMENT EMPLOYMENT, 1992

[Based on 1-percent sample; numbers in thousands]

State All workers ! SV%‘:EQ?S Eg&g?gé
AlaDAMA ..o 360 324 90
ALASKA oot 82 34 41
AFIZONA e 340 324 95
ArKANSAS ... 191 172 90
CalIfOrMIA et 2,198 1,069 49
£010rad0 ... 330 122 37
CONNEBCLICUL vttt 255 174 68
DEIAWATIE ..o 65 60 92
FIOMAA e 1,003 927 92
GBOTZIA vt 580 461 79
HAWAIT oo 107 88 82
[AAN0 ettt 113 108 96
NS e 985 515 52
INAIANA oo 436 378 87
JOWA et 270 242 90
KANSAS ... 257 233 91
KENTUCKY oo 325 241 74

LOUISTANG ... 396 114 29
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TABLE 1-5.—ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE AND
LOCAL GOVERNMENT EMPLOYMENT, 1992—Continued

[Based on 1-percent sample; numbers in thousands]

State All workers ! Sv%\;igg Eg&g?gé

MAINE et 110 51 46
MAryIand .......coooeveveeeeeeeece e 396 357 90
MasSAChUSELES ..o 325 46 14
MICRIZAN e 790 674 85
MINNESOTA ... 422 658 156
MISSISSIPPI v.vevvrecrerereieecte ettt 222 202 91
MESSOUIT <. 385 313 81
Montana 93 77 83
Nebraska 165 152 92
NEVAAA .....eeeeececeecee s 93 32 34
New Hampshire ......ccoooeevveeeececee e 88 74 84
NEW JBISEY ooeviceeieceecte ettt 591 556 94
NEW MEXICO ...t 175 145 83
NEW YOTK ..o 1,673 1,553 93
North Caroling ......c.oeevveeeeeeeeeeee e 579 532 92
North Dakota .......cocceueeeieeeeeeceeeeeeeeee e 70 61 87
ORIO e 800 61 8
OKIAhOMA ..o 267 250 94
(07 (0] PO 264 246 93
Pennsylvania .........ccccooecereeeeececce e 740 690 93
Rhode 1S1and ..o 74 61 8?2
South Caroling .......ooeeeeeeeeeeeeeeeeeeeeeeeeeeee e 310 280 90
South DaKota .....c.oveveiecceceeeecee e 75 712 96
TENNESSEE .ot 409 353 86
TEXAS ooeeeeeeeeeeeeeeeee et ne et ee s e eeenas 1,355 793 59
DN ettt 165 147 89
VEIMONT e 52 50 96
VIFIMIA oot 518 471 91
Washington ..o 437 374 86
West VIrginia .o.oeeeeceeeeceeeceeeeeeee e 154 145 94
WISCONSIN oo 464 399 86
WYOMING e 66 56 85

TOtAl e 20,620 15,518 75

lncludes seasonal and part-time workers for whom State and local government employment was not

the major job.
Source: Office of Research and Statistics, Social Security Administration.

While the most recent year for which actual data are available
is 1992, the Social Security Administration estimates that in 1996,
22.3 million individuals will work at some time during the year for
a State or local government, and the wages of 75 percent of these

individuals will be covered by Social Security.
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BENEFITS

ELIGIBILITY FOR WORKERS

Insured status

Benefits can be paid to workers, and their dependents or sur-
vivors, only if the worker has worked long enough in covered em-
ployment to be insured for these benefits. Insured status is meas-
ured in terms of “quarters of coverage.”

Before 1978, one quarter of coverage was earned for each cal-
endar quarter in which a worker was paid $50 or more in wages
for covered employment, or received $100 in self-employment in-
come. A worker could also receive a calendar quarter for each mul-
tiple of $100 in annual agricultural earnings, up to a maximum of
4 quarters of coverage per year. Since the beginning of 1978, the
crediting of quarters of coverage has been on an annual rather
than a quarterly basis up to a maximum of four quarters of cov-
erage per year. In 1978, a worker earned one quarter of coverage
(up to a maximum of four) for each $250 of annual earnings re-
ported from covered employment or self-employment. The amount
of annual earnings needed for a quarter of coverage is increased
each year in proportion to increases in average wages in the econ-
omy. In 1998 the amount of earnings needed for a quarter of cov-
erage is $700. Table 1-6 shows amounts needed since 1978.

For the purpose of the OASI Program, there are two types of in-
sured status: “fully insured” and “currently insured.” Workers are
fully insured for benefits for themselves and for their eligible de-
pendents if they have earned one quarter of coverage for each year
elapsing after the year they reached age 21 up to the year in which
they reach age 62, become disabled, or die. Fully-insured status is
required for eligibility for all types of benefits except certain sur-
vivor benefits. No matter how young, a worker must have at least
six quarters of coverage to be fully insured, with the minimum
number increasing with age. A worker with 40 quarters of coverage
is fully insured for life.

Survivors of a worker who was not fully insured may still be eli-
gible for benefits if the worker was currently insured. Workers are
currently insured if they have six quarters of coverage during the
1(:1hi1(;1teen calendar quarters ending with the quarter in which they

ied.

Workers are insured for disability if they are fully insured and
have a total of at least 20 quarters of coverage during the 40-
quarter period ending with the quarter in which they became dis-
abled. Workers who are disabled before age 31 are insured for dis-
ability if they have total quarters of coverage equal to half the cal-
endar quarters which have elapsed since the worker reached age
21, ending in the quarter in which they became disabled. However,
a minimum of 6 quarters of coverage is required.

Age

Workers must be at least age 62 to be eligible for retirement ben-
efits. There is no minimum age requirement for disability benefits,
but disabled workers who attain the “full retirement age” (see
below) automatically receive full retirement benefits, rather than
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disability benefits. Disability benefits are computed as if the work-
er reached full retirement age on the day he became totally dis-
abled.

TABLE 1-6.—AMOUNT OF COVERED WAGES NEEDED TO EARN ONE QUARTER OF
COVERAGE, 1978-2002

LOT8 e $250
LO7G s 260
1980 oot 290
LOBL e 310
L98B2 s 340
L83 e 370
LOBA oo 390
L8 s 410
L8 oo 440
LO8T7 e 460
LB e 470
198G e 500
1990 e 520
LO9L e 540
1992 e 570
1993 e 590
LO94 e 620
1995 e 630
1996 oo 640
1997 e 670
1998 e 700
1999 e 1720
2000 oo 1750
2001 o 1780
2002 .o 1810

1Based on economic assumptions in the 1997 Annual Report of the Board of Trustees of the Federal
0ld-Age and Survivors Insurance and Disability Insurance Trust Funds.

Source: Office of the Actuary, Social Security Administration.

DisABILITY

Definition

Generally, disability is defined as the inability to engage in “sub-
stantial gainful activity” by reason of a physical or mental impair-
ment. The impairment must be medically determinable and ex-
pected to last for not less than 12 months, or to result in death.
Applicants may be determined to be disabled only if, due to such
an impairment, they are unable to engage in any kind of substan-
tial gainful work, considering their age, education, and work expe-
rience. The work need not exist in the immediate area in which the
applicant lives, nor must a specific job vacancy exist for the indi-
vidual. Moreover, no showing is required that the worker would be
hired for the job if she applied.

There are special definition and eligibility requirements for per-
sons who are blind, which are described below in the section on
“Determination of Disability Benefits.”



14

The Commissioner 3 has specific regulatory authority to prescribe
the criteria for determining at what level earnings from employ-
ment demonstrate an individual’s ability to engage in substantial
gainful activity (SGA). Effective January 1, 1990, the SGA earnings
Ievel was raised to $500 a month (net of impairment-related work
expenses), based on regulations published by the Commissioner.
Table 1-7 shows SGA amounts applicable to nonblind disabled
workers since 1968.

TABLE 1-7.—MONTHLY SGA AMOUNTS SINCE 1968

Year SGA
JUIY 196873 oottt ettt $140
LOTA-TD ettt ettt 200
1070 et en et nen e e ennas 230
L0 ettt n et en e en s 240
1078 ettt ettt an s 260
1070 ettt e n et en e eeer e 280
L9808 .ttt en e enen e 300
1990 and therBafter ........oooovieeeeece e 500

Source: Office of Research and Statistics, Social Security Administration.
Waiting period

An initial 5-month waiting period is required before DI benefits
are paid. Benefits are payable beginning with the sixth full month
of disability. However, benefits may be paid for the first full month
of disability to a worker who becomes disabled within 60 months
after termination of DI benefits from an earlier period of disability
(for a disabled widow or widower the period is 84 months).

Work incentive provisions

The law provides a 45-month period for disabled beneficiaries to
test their ability to work without losing their entitlement to all
benefits. The period consists of: (1) a “trial work period” (TWP),
which allows disabled beneficiaries to work for up to 9 months
(within a 5-year period)4 with no effect on their disability or Medi-
care benefits; followed by (2) a 36-month “extended period of eligi-
bility,” during the last 33 of which cash disability benefits are sus-
pended for any month in which the individual is engaged in SGA.
Medicare coverage continues so long as the individual remains enti-
tled to disability benefits and, depending on when the last month
of SGA occurs, may continue for 3—24 months after entitlement to
disability benefits ends. When Medicare entitlement ends because
of the individual’s work activity, but she is still medically disabled,
she may purchase Medicare protection.

If beneficiaries medically recover to the extent that they no
longer meet the definition of disability, both disability and Medi-
care benefits are terminated after 3 months, regardless of the sta-
tus of their trial work period or extended period of eligibility. How-

3 As used in this section, “Commissioner” is the Commissioner of Social Security.
40nly one TWP is allowed in any one period of disability. By regulation, earnings of more
than $200 a month constitute “trial work.”
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ever, persons who contest this determination may elect to continue
to receive disability benefits (subject to recovery) and Medicare
while their appeal is being reviewed.

ELIGIBILITY FOR DEPENDENTS AND SURVIVORS

Dependents’ benefits are payable in addition to benefits payable
to the worker.

Spouse’s benefit

A benefit is payable to a spouse of a retired or disabled worker
under one of the following conditions: (1) a currently-married
spouse is at least 62 or is caring for one or more of the worker’s
entitled children who are disabled or have not reached age 16; or
(2) a divorced spouse is at least 62, is not married, and the mar-
riage had lasted at least 10 years before the divorce became final.
A divorced spouse may be entitled independently of the worker’s re-
tirement if both the worker and divorced spouse are age 62, and
if the divorce has been final for at least 2 years.

Widow(er)’s benefit

A monthly survivor benefit is payable to a widow(er) or divorced
spouse of a worker who was fully insured at the time of death. The
widow(er) or divorced spouse must be unmarried (unless the remar-
riage occurred after the widow(er) first became eligible for benefits
as a widow(er)); and must be either (1) age 60 or older or (2) age
50-59 and disabled throughout a waiting period of 5 consecutive
calendar months that began no later than 7 years after the month
the worker died or after the end of the individual’s entitlement to
benefits as a widowed mother or father.

Child’s benefit

A monthly benefit is payable to a dependent, unmarried biologi-
cal or adopted child, stepchild, and grandchild, of a retired, dis-
abled, or deceased worker who was fully or currently insured at
death. Dependency is deemed for the insured’s biological children
and most adopted children. The child must be either: (1) under age
18; (2) a full-time elementary or secondary student under age 19;
or (3) a disabled person age 18 or over whose disability began be-
fore age 22.

Mother’s/ father’s benefit

A monthly survivor benefit is payable to a mother (father) or sur-
viving divorced mother (father) if: (1) the deceased worker on
whose account the benefit is payable was fully or currently insured
at time of death; and (2) the mother (father) or surviving divorced
mother (father) is not married and has one or more entitled chil-
dren of the worker in his or her care. In the case of a surviving
divorced mother or father, the child must also be the applicant’s
natural or legally adopted child. These payments continue as long
as the youngest child being cared for is under age 16 or disabled
(see “Child’s benefit” above).
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Parent’s benefit

A monthly survivor benefit is payable to a parent of a deceased
fully-insured worker who is age 62 or over, and has not married
since the worker’s death. The parent must have been receiving at
least one-half of her support from the worker at the time of the
worker’s death or, if the worker had a period of disability which
continued until death, at the beginning of the period of disability.
Proof of support must be filed within 2 years after the worker’s
death or the month in which the worker filed for disability.

Lump-sum death benefit

A one-time lump-sum benefit of $255 is payable upon the death
of a fully or currently-insured worker to the surviving spouse who
was living with the deceased worker or was eligible to receive
monthly cash survivor benefits upon the worker’s death. If there is
no eligible spouse, the lump-sum death benefit is payable to any
child of the deceased worker who is eligible to receive monthly cash
benefits as a surviving child. If there is no surviving spouse, or
children of the worker eligible for monthly benefits, then the lump-
sum death benefit is not paid.

[See table 1-8 for 1996 OASDI beneficiary statistics; table 1-9
for OASDI benefits paid 1940-96; table 1-10 for monthly benefit
amounts for selected families; and the “Benefit Computation” sec-
tion for further information on AIME.]

BENEFIT COMPUTATION

All monthly benefits are computed based on a worker’s primary
insurance amount (PIA). The PIA is a monthly amount based on
the application of the Social Security benefit formula to a worker’s
average lifetime covered earnings. It is also the monthly benefit
amount payable to a worker who retires at the full retirement age,
or becomes entitled to disability benefits.

FULL RETIREMENT AGE

Benefits for retired workers, aged spouses, and widow(er)s taken
before the “full retirement age” are subject to an actuarial reduc-
tion. The full retirement age is the earliest age at which unreduced
retirement benefits can be received. The full retirement age cur-
rently is age 65, but it will gradually rise in two steps beginning
in the next century. First, the full retirement age will increase by
2 months for each year that a person is born after 1937, until it
reaches age 66 for those who were born in 1943. Second, it will in-
crease again by 2 months for each year that a person is born after
1954, until it reaches age 67 for those who were born after 1959.
Early retirement still will be available, beginning at age 62 for
workers and their spouses, and at age 60 for widow(er)s, but bene-
fits will be lower. The actuarial reduction on retirement benefits at
age 62 ultimately will be 30 percent, instead of the present 20 per-
cent. The age for full benefits for aged spouses and widow(er)s like-
wise will rise to 67.
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TABLE 1-8.—OASDI BENEFICIARIES IN CURRENT PAYMENT STATUS AND NEW AWARDS,

DECEMBER 1996

Number in Number of
current pay- Ig)eer:g(?izlzti aor; ﬁ]voenrflﬁs new awards Average
ment (in h ) (in thou- new award
thousands) population benefit sands)
Retired workers .......... 26,898 61.5 $745 1,581 $713
Wives and hushands of

retired workers .......... 2,970 6.8 384 244 347
Children of retired work-

] 443 1.0 337 99 312
Disabled workers ........... 4,386 10.0 704 624 714
Wives and hushands of

disabled workers ....... 224 0.5 171 58 182
Children of disabled

WOTKErs ..c.ovvvvveeeee. 1,463 3.3 194 397 186
Widowed mothers and

fathers ...ocooevevinnn 242 0.6 515 49 498
Surviving children ......... 1,898 4.3 487 302 483
Widows and widowers ... 5,028 11.5 707 409 689
Disabled widow(er)s ...... 182 0.4 471 29 463
Parents .....ccoocvevveene. 4 (1) 614 (2) 602
Special age-72 .............. 1 (1) 197 (2 156

Totals and aver-
agesS .overnne. 43,737 100.0 $673 3,793 $591
1less than 0.05 percent.

2 Fewer than 500.

Source: Office of Research and Statistics, Social Security Administration.

TABLE 1-9.—OASDI BENEFITS PAID, 1940-96
[In millions of dollars]
Year 0ASDI 0ASI DI
TOA0 et $35 $35 .
1950 s 961 961
T960 .ot 11,245 10,677 $568
L9700 e 31,863 28,796 3,067
1980 e 120,511 105,074 15,437
1980 e 186,196 167,360 18,836
1990 e 247,796 222,993 24,803
1991 T e 268,098 240,436 27,662
1992 1 s 286,030 254,939 31,091
1993 1 s 302,402 267,804 34,598
L9941 et 316,772 279,068 37,704
1995 L ettt 332,580 291,682 40,898
1996 L et 347,088 302,914 44174

IUnnegotiated checks not deducted.
Source: Office of Research and Statistics, Social Security Administration.
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TABLE 1-10.—MONTHLY BENEFIT AMOUNTS FOR SELECTED BENEFICIARY FAMILIES
WITH FIRST ELIGIBILITY IN 1996, FOR SELECTED WAGE LEVELS, DECEMBER 1996

Workers with yearly earnings equal to

Beneficiary family Federal Average Maximum
minimum taxable
wage ! wage? earnings 3
Retired-worker families: 4
Average indexed monthly earnings ................... $983.00 $1,981.00 $3,657.00
Primary insurance amount ...........ccccocoovvvreeenne. 584.40 913.00 1,286.10
Maximum family benefit ......ccocoovvvvevviiiinn 88790 1,666.10 2,249.70
Monthly benefit amount:
Retired worker claiming benefits at age
62: 4
Worker alone ..o, 467.00 730.00 1,028.00
Worker with spouse claiming benefits
at—
Age 65 or older .......coeeeeeveerereerenene, 759.00 1,186.00 1,671.00
AZE 624 oo 686.00 1,072.00 1,510.00
Survivor families: ®
Average indexed monthly earnings ................... 882.00 1,985.00 4,793.00
Primary insurance amount .........c.cccccoeveveveveennns 551.20 91430 1,461.40
Maximum family benefit ........cococoeveviiieeiinn 826.80 1,668.00 2,556.50

Monthly benefit amount:.
Survivors of worker deceased at age 40:5
One surviving child .......ccoveevvveeiiceeene, 413.00 685.00  1,096.00
Widowed mother or father and one child 826.00 1,370.00 2,192.00
Widowed mother or father and two chil-

AT e 825.00 1,668.00 2,556.00

Disabled worker families: 6
Average monthly indexed earnings .................... 938.00 1,982.00 4,273.00
Primary insurance amount ...........ccccocvvevevvveennns 569.60 913.40 1,381.20
Maximum family benefit7 .........coovviiveeiiiinnns 820.40 1,370.10 2,071.70

Monthly benefit amount:
Disabled worker age 50:6
Worker alone .......ooevvveveeeeeeeeeeeee, 569.00 913.00 1,381.00
Worker, spouse, and one child ................. 819.00 1,369.00 2,071.00

1The annual wage was calculated by multiplying the Federal minimum hourly wage of $4.25 in effect
during the period January to September by 1,560 and adding to it the product of $4.75—the minimum
for the period October to December. The minimum was raised to $5.15 effective September 1997 as leg-
islated by Public Law 104-188.

2Worker earned the national average wage in each year used in the computation of the benefit.

3Worker earned the maximum amount of wages that can be credited to a worker's Social Security
record in all years used in the computation of the benefit.

4 Assumes the worker began to work at age 22, retired at age 62 in 1995 with maximum reduction,
and had no prior period of disability.

5Assumes the deceased worker began to work at age 22, died in 1995 at age 40, had no earnings in
that year, and had no prior period of disability.

6 Assumes the worker began work at age 22, became disabled at age 50, and had no prior disability.

7The 1980 amendments to the Social Security Act provide for a different family maximum amount for
disability cases. For disabled workers entitled after June 1980, the maximum is the smaller of (1) 85
percent of the worker's AIME (or 100 percent of the PIA, if larger) or (2) 150 percent of the PIA.

Source: Social Security Administration.

Benefits of workers who choose to retire after their full retire-
ment age are increased by delayed retirement credits, as are the
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benefits payable to their widow(er)s. The delayed retirement credit
is 1 percent per year for workers who attained age 65 before 1982,
and 3 percent per year for workers who attained age 65 between
1982 and 1989. Starting in 1990, the delayed retirement credit in-
creases by one-half of 1 percent every other year until it reaches
8 percent for workers reaching age 65 after 2007 (see section on
“Benefit Reduction and Increase”). Table 1-11 shows the schedule
of increases in the full retirement age and delayed retirement cred-
its for workers.

TRENDS IN RETIREMENT AGE

Table 1-12 shows the percentage of workers who elected to re-
ceive retirement benefits at selected ages since the beginning of the
Social Security Program. It clearly illustrates a trend toward early
retirement. Retirement at age 62 has become the norm. Reduced
benefits were not available to women until 1956, and to men until
1961. Table 1-13 shows the percentage of retired workers electing
reduced benefits since they first became available.

TRENDS IN LONGEVITY

Table 1-14 shows how life expectancies have increased since So-
cial Security benefits were first paid in 1940, and what they are
projected to be in the future, as well as fertility and death rates.

AVERAGE INDEXED MONTHLY EARNINGS

Except for workers who are eligible for a “Special Minimum Ben-
efit” (see below), the basic benefit or primary insurance amount
(PIA) is determined through a formula applied to the worker’s av-
erage indexed monthly earnings (AIME). The AIME is a dollar
amount that represents the average monthly earnings from Social
Security-covered employment over most of the worker’s adult life
indexed to the increase in average annual wages. Indexing the
earnings to changes in wage levels ensures that the same relative
value is accorded to wages no matter when earned. Because actual
average-wage data take over a year to become available, past earn-
ings are updated to the second calendar year (the “indexing year”)
before the worker becomes eligible for retirement (age 62) or, if ear-
lier, becomes disabled or dies. This means that the year a worker
turns age 60 is used as the indexing year for computing retirement
benefits. Earnings in and after the indexing year are not indexed.

There are two steps in determining the AIME: (1) the “index” for
a worker’s earnings is determined by multiplying the earnings for
a given year by the ratio of the average wage for the indexing year
divided by the average wage for that year; and (2) the number of
“computation years” is based on the number of years elapsing after
1950 (or year of attainment of age 21, if later) up to the year the
worker attains age 62, becomes disabled, or dies, minus any “drop-
out” years. The law provides for up to five dropout years in retire-
ment and survivor computations (for workers disabled before age
47, the number of dropout years varies from one to four, depending
on the worker’s age and number of child care dropout years). The
minimum number of computation years is two.



20

‘(#861) aukyue|jeg :92i1nos

bl 001 £4C6 £,98 0L g e /9 183e[ 10 7207 19}8] 10 0961
M\ﬂmNﬂ M\ﬁ.ﬁo.ﬁ m\ﬁvm @\NNw @\@ON w ............. OE O.ﬁ »@@ ..................... .ﬁNON ...................... mmm.ﬁ
M\NmNﬂ M\NNO.ﬁ m\mmm @\mww M\N.ﬁN w ............... OE w »@@ ..................... ONON ...................... wmm.ﬁ
8¢1 701 296 06 Y1¢l 8 h " ' h ' h
&16¢1 1601 &,16 €116 €l 8
&20€T %2901 €486 €/2¢6 Nl 8
el 801 001 &1£6 G/ 8
YiTel 7801 Y1101 476 %G1 %l
Y1eel 011 91¢0T1 €466 291 %l
7Iel 9011 91€01 %296 Yl L
&2¢€1 %111 2901 €16 181 L
GTET UnIll V60T €486 %161 %9
Y1eel eIl 91901 001 08 %9
0€T (11 901 001 08 9
sl IT1 91501 001 08 G
‘1Al 011 601 001 08 G
1A 601 91901 001 08 oy o Qg ¢6—1661 T 0€-6¢61
0¢1 801 701 001 08 v g 06—6861 T 8¢—1¢61
VAR [01 91€0T 001 08 we o Qg 88—/861 T 9¢—G¢61
SIT 901 £01 001 08 £ e og e ggeL vZ61
age Juawaljal
0L 19 99 69 a9 )
o polop 0 wowsiies iy, Y PoUERe 29 8By 4HI Jo sea)

—age Je 3uluuidaq ‘yid 1o Juadlad e se ‘jjausg

Jeak yoes Joj JIpalg

431Y1 Y0 ¥26T NI NYOE SNOSY3d ¥04 'SI9Y 43LITTIS LV I18VAYd ‘[vid] INNOWY FINVENSN
A¥YINIYd 40 INFOY3d ¥ SY “LI4INIE ONILTNSTY HLIM ‘SLICIYD INFNIYILIY QIAVIIA ANV 39V INFWIYILIY TIN4 NI SISYIYINI—TT-T 318vL



21

TABLE 1-12.—PERCENTAGE OF WORKERS ELECTING SOCIAL SECURITY RETIREMENT
BENEFITS AT VARIOUS AGES, SELECTED YEARS 1940-95!

Year Age 62 6@5?4 Age 65 ‘%%is Avg;aege
1940 oo, ) 3 8.3 91.7 68.7
1945 o, @) Q] 17.9 82.1 70.0
1950 e, 3 3 23.1 76.9 68.5
1955 o, @) (2) 41.2 58.8 68.2
1960 oo, 10.0 7.9 35.3 46.7 66.2
1965 o, 23.0 17.7 23.4 35.9 65.9
1970 e, 27.8 23.2 36.9 12.1 64.2
1975 e, 35.7 24.5 31.1 8.7 63.9
1980 oo 40.5 22.2 30.7 6.6 63.7
1985 o, 57.2 21.1 17.7 4.0 63.6
1990 e, 96.6 20.2 16.6 6.7 63.6
1995 58.3 19.5 16.3 6.0 63.6

LExcludes conversions at age 65 from disability to retirement rolls.
2Retirement before age 65 was not available.

Source: Congressional Research Service and Social Security Administration.

TABLE 1-13.—NUMBER OF SOCIAL SECURITY RETIRED WORKER NEW BENEFIT AWARDS
AND PERCENT RECEIVING REDUCED BENEFITS BECAUSE OF ENTITLEMENT BEFORE
AGE 65, SELECTED YEARS 1956-96!

[Numbers in millions]

Total Men Women
Year!

Number Percent Number Percent Number Percent
1956 oo 0.9 12 06 e 0.4 31
1960 oo, 1.0 21 0.6 . 0.4 60
1965 o 1.2 49 0.7 43 0.4 60
1970 oo, 1.3 63 0.8 57 0.5 72
1975 e, 1.5 73 0.9 69 0.6 79
1980 .o 1.6 76 0.9 73 0.7 80
1985 e 1.7 74 1.0 70 0.7 79
1986 ..o 1.7 74 1.0 71 0.7 79
1987 oo 1.7 74 1.0 71 0.7 79
1988 ..o 1.6 74 0.9 70 0.7 78
1989 e 1.7 73 1.0 69 0.7 78
1990 oo, 1.7 74 1.0 71 0.7 78
1991 o, 1.7 72 1.0 69 0.7 76
1992 o, 1.7 72 1.0 69 0.7 76
1993 o, 1.7 72 1.0 70 0.7 75
1994 oo, 1.6 73 0.9 70 0.7 76
1995 o, 1.6 72 0.9 69 0.7 75
1996 o, 1.6 72 0.9 69 0.7 75

1As of December of given year; data for 1985-90 based on a 1-percent sample; data for other years
based on 100 percent. Includes conversions at age 65 from disability to retirement rolls.

Source: Office of Research and Statistics, Social Security Administration.
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TABLE 1-14 —FERTILITY, DEATH RATE AND LIFE EXPECTANCY ASSUMPTIONS, SELECTED
YEARS 1940-2075

Total fer- Life expectancy 3 at Life expectancy 3 at
tility Age-sex-adjusted birth age 65
Calendar year rate! death rate 2 (per
Wéfne;n) 100,000) Male Female Male Female
Actual:
1940 2.23 1,672.6 61.4 65.7 11.9 134
1945 ... 2.42 1,488.6 62.9 68.4 12.6 144
1950 ... 3.03 1,339.9 65.6 71.1 12.8 15.1
1955 3.50 1,243.0 66.7 72.8 13.1 15.6
1960 ............... 3.61 1,237.9 66.7 73.2 12.9 15.9
1965 ... 2.88 1,210.8 66.8 73.8 12.9 16.3
1970 ..o 2.43 1,138.4 67.1 74.9 13.1 17.1
1975 1.77 1,020.9 68.7 76.6 13.7 18.0
1976 ... 1.74 1,010.1 69.1 76.8 13.7 18.1
1977 1.79 981.8 69.4 77.2 13.9 18.3
1978 .o 1.76 976.3 69.6 77.2 13.9 18.3
1979 1.82 944.8 70.0 11.1 14.2 18.6
1980 ............... 1.85 961.1 69.9 77.5 14.0 18.4
1981 ..o 1.83 934.5 70.4 77.8 14.2 18.6
1982 ... 1.83 906.4 70.8 78.2 14.5 18.8
1983 ... 1.81 916.0 70.9 78.1 14.3 18.6
1984 .............. 1.80 909.2 71.1 78.2 14.4 18.7
1985 ...coovve 1.84 912.3 71.1 78.2 144 18.6
1986 1.84 904.8 71.1 78.3 14.5 18.7
1987 .. 1.87 895.6 71.3 18.4 14.6 18.7
1988 ... 1.93 906.0 71.2 78.3 14.6 18.7
1989 2.01 882.4 71.5 78.6 14.8 18.9
1990 .............. 2.07 865.9 71.8 78.9 15.0 19.0
1991 .o 2.07 854.8 71.9 79.0 15.1 19.1
1992 ..o 2.06 843.6 72.2 79.2 15.2 19.2
1993 .o 2.04 863.4 72.0 78.9 15.1 19.0
1994 ............... 2.04 852.2 72.2 79.0 15.3 19.0
Estimated:
1995 .o 2.02 838.4 72.6 79.0 15.6 19.0
1996 ............... 2.01 832.0 72.6 79.3 15.5 19.2
Projected:
1997 o 2.01 824.9 72.8 79.4 15.6 19.2
2000 ............... 2.00 804.7 73.2 79.7 15.8 19.3
2005 ............... 1.97 171.7 74.1 80.1 16.0 19.5
2010 1.95 746.7 74.7 80.5 16.2 19.6
2015 ... 1.93 725.0 75.1 80.8 16.4 19.8
2020 ... 1.90 704.0 75.5 81.1 16.6 20.0
2025 1.90 684.0 75.8 81.5 16.8 20.2
2030 ..o 1.90 665.0 76.2 81.8 17.0 20.4
2035 .. 1.90 646.9 76.5 82.1 17.3 20.7
2040 ............... 1.90 629.7 76.8 824 17.5 20.9
2045 .............. 1.90 613.4 77.2 82.7 17.7 21.1
2050 ............... 1.90 597.8 77.5 82.9 17.8 21.3
2055 ... 1.90 582.9 77.8 83.2 18.0 21.5
2060 ............... 1.90 568.7 78.1 83.5 18.2 21.7
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TABLE 1-14—FERTILITY, DEATH RATE AND LIFE EXPECTANCY ASSUMPTIONS, SELECTED
YEARS 1940-2075—-Continued

Total fer- Life expectancy 3 at Life expectancy 3 at
tility Age-sex-adjusted birth age 65
Calendar year rate! death rate 2 (per
Wé%e;n) 100,000) Male Female Male Female
2065 .............. 1.90 555.2 78.4 83.7 18.4 21.9
2070 .o 1.90 542.2 78.6 84.0 18.6 22.1
2075 . 1.90 529.8 78.9 84.3 18.8 22.3

1The total fertility rate for any year is the average number of children who would be born to a
woman in her lifetime if she were to experience that year's age-specific birth rates throughout her life,
and if she were to survive the entire childbearing period.

2The age-sex-adjusted death rate for any year is the crude rate that would occur in the total popu-
lation (enumerated as of April 1, 1990), if that population were to experience that year's age-sex-specific
death rates.

3The life expectancy for any year is the average number of years of life remaining for a person, if
tt%at person were to experience that year's age-sex-specific death rates throughout the remainder of his
life.

Source: Board of Trustees (1997; intermediate assumptions).

The computation years are selected from the highest indexed
yearly earnings in all years of earnings after 1950, up to a maxi-
mum of 35 years. (The highest 35 years are selected in computing
retirement benefits for all workers born after 1929.) The sum of the
indexed earnings in the selected years is divided by the number of
months in the computation period (i.e, the number of the selected
years times 12) to determine the AIME.

The indexed earnings histories (rounded to whole dollars) are il-
lustrated in table 1-15 for three hypothetical workers retiring in
1997 at age 62. The actual earnings for the three workers are
shown in the first three columns. These are multiplied by the in-
dexing factor (column 4) to arrive at indexed earnings (last 3 col-
umns). The indexing factor for 1960 is based on average wages
when the individual turned 60 ($24,705.66), divided by average
wages for 1960 ($4,007.12). The highest 35 years of indexed earn-
ings are used. For example, a lifelong full-time worker who had
maximum creditable earnings would drop low earnings in 1958,
1962, 1963, 1964, and 1965, and would have total indexed earnings
of $1,628,473 (see table 1-15). Dividing total indexed earnings by
the number of months in the computation period (35 years x 12
months = 420 months) results in average indexed monthly earnings
(AIME) of $3,877. The corresponding AIMEs for the average and
low earners are $2,061 and $927, respectively. Low earners are de-
fined as earning 45 percent of the average wage.



24
TABLE 1-15.—EARNINGS HISTORIES FOR HYPOTHETICAL WORKERS AGE 62 IN 1997

[Rounded to nearest dollar]

Nominal earnings Indexed earnings
Indexing
Maxi- factor
mum 3

Year Maxi-

1 2
Low Average mum 3

Low! Average 2

1957 $1,639 $3,642 $4200 6.7841 4$11,118 424,706 $28,493
1958 1,653 3674 4200 6.7248 411,118 424,706 428244

1959 1,735 3,856 4800 6.4074 411118 424706 30,756
1960 1,803 4,007 4800 6.1654 411,118 424,706 29,594
1961 1,839 4,087 4800 6.0453 411118 424706 29,017
1962 1,931 4,291 4800 5.7570 11,118 24,706 427,634
1963 1,978 4,397 4800 5.6192 11,118 24,706 426,972

1964 2,059 4,576 4,800 5.3986 11,118 24,706 425913
1965 2,096 4,659 4800 5.3031 11,118 24,706 425,455
1966 2,222 4,938 6,600 5.0028 11,118 24,706 33,019
1967 2,346 5213 6,600 4.7388 11,118 24706 31,276
1968 2,507 5572 7,800 4.4341 11,118 24,706 34,586
1969 2,652 5894 7800 4.1918 11,118 24,706 32,696
1970 2,784 6,186 7,800 3.9936 11,118 24,706 31,150
1971 2,924 6,497 7,800 3.8026 11,118 24,706 29,660
1972 3,210 7,134 9,000 3.4632 11,118 24,706 31,169
1973 3411 7,580 10,800 3.2593 11,118 24,706 35,200
1974 3,614 8,031 13,200 3.0764 11,118 24,706 40,608
1975 3,884 8,631 14,100 2.8625 11,118 24,706 40,361
1976 4,152 9,226 15300 2.6777 11,118 24706 40,969
1977 4,401 9,779 16,500  2.5263 11,118 24,706 41,684
1978 4,750 10,556 17,700  2.3404 11,118 24,706 41,426
1979 5,166 11,479 22,900 2.1522 11,118 24706 49,285
1980 5,631 12,513 25900 1.9743 11,118 24,706 51,135
1981 6,198 13,773 29,700 1.7938 11,118 24,706 53,275
1982 6,539 14,531 32,400 1.7002 11,118 24,706 55,085
1983 6,858 15,239 35700 1.6212 11,118 24,706 57,876
1984 7,261 16,135 37,800 1.5312 11,118 24,706 57,879
1985 7,570 16,823 39,600 1.4686 11,118 24706 58,157
1986 7,795 17,322 42,000 1.4263 11,118 24,706 59,904
1987 8,292 18,427 43,800 1.3408 11,118 24,706 58,726
1988 8,700 19,334 45,000 1.2778 11,118 24706 57,502
1989 9,045 20,100 48,000 1.2292 11,118 24,706 59,000
1990 9,463 21,028 51,300 1.1749 11,118 24,706 60,272
1991 9,815 21,812 53,400 1.1327 11,118 24706 60,485
1992 10,321 22,935 55500 1.0772 11,118 24,706 59,784
1993 10,410 23,133 57,600 1.0680 11,118 24,706 61,517
1994 10,689 23,754 60,600 1.0401 11,118 24706 63,029
1995 11,118 24,706 61,200 1.0000 11,118 24,706 61,200
1996 511576 525724 62,700 1.0000 511,576 525724 62,700

TWorker with earnings equal to 45 percent of the Social Security average wage index.
2Worker with earnings equal to the Social Security average wage index.

3Worker with earnings equal to the Social Security maximum taxable earnings.
4Dropout years.

5 Estimated.

Source: Office of the Actuary, Social Security Administration.
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BENEFIT FORMULA

The primary insurance amount (PIA) is determined by applying
the primary benefit formula to the AIME. For a worker becoming
eligible in 1997, the PIA is determined as follows:

Example of worker
Factor Average indexed monthly earnings with monthly earn-
ings of $3,500

90 PErcent ..o, first $455, plUS weoveeeeeeree. $409.50
32 PEICENE oo $455 through $2,741, plus ....... 731.52
15 PEICent ..o, OVer $2,741 oo, 113.85

TOAL et ettt 1,254.87

Applying this formula to the AIMEs of the three hypothetical
workers results in PIAs of $560.50 for the low-wage worker,
$923.40 for the average-wage worker, and $1,311.40 for the
maximum-wage worker. (For the low-wage worker, the 1997 special
minimum benefit (see below) PIA of $548.30 is less than AIME-
based PIA of $560.50, and therefore is not used to determine his
or her benefits.) The numbers $455 and $2,741 are often referred
to as “bend points” of the PIA formula. These points are adjusted
each year by the change in average wages. After the year of initial
eligibility (age 62 for retired workers), the PIA is increased each
year for the increase in the Consumer Price Index (CPI). The PIAs
of $560.50, $923.40, and $1,311.40 would be in effect for January
through November 1997, and will be increased by the cost-of-living
adjustment effective beginning December 1997.

The PIA is recomputed after each year that an entitled worker
has earnings that may lead to a higher benefit.

Other methods for determining a PIA also exist, and PIAs based
on different methods must be compared to select the highest one,
which is used to determine the worker’s benefits. The most com-
mon of these other methods is the one used to determine the spe-
cial minimum PIA. This PIA is designed to assist workers with
long-term low earnings.

SPECIAL MINIMUM BENEFIT

The special minimum benefit is not based on the amount of a
worker’s average earnings, but instead on his or her number of
years of covered employment. It is structured to provide a larger
benefit than would otherwise be payable to those who worked in
covered employment for many years but had low earnings. The
amount of the special minimum is computed by multiplying the
number of years of coverage in excess of 10 years and up to 30
years by $11.50 for monthly benefits payable in 1979, with auto-
matic cost-of-living increases applicable to years 1979 and later.
The number of years of coverage for the purpose of qualifying for
a special minimum benefit equals the number obtained by dividing
total creditable wages in 1937-50 by $900 (not to exceed 14), plus
the number of years after 1950 and before 1991 for which the
worker is credited with at least 25 percent of the annual maximum
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taxable earnings. For this purpose, for years after 1978, annual
maximum taxable earnings are defined as the “old-law” taxable
earnings base (i.e., the hypothetical earnings base that would be in
effect if the ad hoc increases in the base enacted in 1977 were dis-
regarded). In addition, for years after 1990, a year of coverage is
earned if the worker is credited with at least 15 percent of the “old-
law” taxable earnings base. The special minimum benefit is not
subject to the delayed retirement credit provisions described ear-
lier.

BENEFIT AMOUNTS

The monthly benefit amount payable to a disabled worker under
age 65, or to a retired worker who first receives benefits at the full
retirement age, is the PIA rounded to the next lower dollar, if not
already a multiple of $1. Auxiliary benefit amounts are also based
on the worker’s PIA. Table 1-16 lists major types of benefits and
the percent of the insured worker’s PIA that is applicable to bene-
fits paid at the full rate, unreduced for early election of retirement.

TABLE 1-16.—PERCENTAGE OF PRIMARY INSURANCE AMOUNT (PIA) PAID FOR
DEPENDENTS’ AND SURVIVORS’ BENEFITS

Type of monthly benefit Perclﬁ/r_l\t of
Dependents: !
Wives, husbands—age 65 ... 350.0
Mothers, fathers, children, grandchildren ........ccccooevevveeeeeceeeeeeee, 50.0
Survivors: 1
Widows, WiIdOWErS—agE 652 .....oueeceeeeceeee et 3100.0
Dependent parent—age 62 ........cooecueeecreeeeeeeeee e 82.5
Widows, widowers—age 60; disabled—ages 50-59 .....c.ccocovveeirerrnnnnee 71.5
Mothers, fathers, ChIlATEN ..o 75.0

1 Subject to maximum family benefit limitation.

2Subject to general limitation that the survivor cannot get a higher benefit than the deceased worker
would be getting if alive.

3These percentages decrease as the full retirement age increases for workers born after 1937.

Source: Congressional Research Service.

REPLACEMENT RATES

Frequently, Social Security benefits are discussed in terms of
how much of a person’s preretirement earnings the benefits
represent. Benefits expressed as a percent of a person’s earnings in
the year before retirement are called replacement rates. Table 1—
17 shows replacement rates based on the benefits of hypothetical
workers who retired at the full retirement age after full-time ca-
reers with steady earnings equal to: (1) 45 percent of average earn-
ings in the economy as recorded through the Social Security aver-
age wage index (low earner); (2) average earnings in the economy
(average earner); and (3) the Social Security maximum taxable
earnings base (maximum earner).
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TABLE 1-17.—SOCIAL SECURITY REPLACEMENT RATES, SELECTED YEARS 1940-2040

[In percent]

Replacement rates !

Y f birth ¥tear " Maxi
ear of bi attaining | Average axi-
2657 oo camers earmars
L8759 e 1940 394 26.2 16.5
188Y e e 1950 33.2 19.7 21.2
1895 e e 1960 49.1 33.3 29.8
1900 e e 1965 45.6 314 32.9
1905 e e 1970 48.5 34.3 29.2
L1910 e 1975  759.9 42.3 30.1
LO11 e 1976 60.1 43.7 32.1
1912 e 1977 61.0 44.8 335
L1913 e 1978 63.4 46.7 34.7
LO14 e 1979 64.4 48.1 36.1
L1915 e 1980 68.1 51.1 32.5
L1916 e 1981 72.5 54.4 33.4
1917 e 1982 6658 6487 6286
T918 e 1983  763.5 45.8 26.3
1919 e 1984  762.6 42.8 23.7
1920 e e 1985 7611 40.9 22.8
L1921 e 1986  760.3 41.1 23.1
1922 e e 1987 7595 41.2 22.6
1923 e 1988  758.4 40.9 23.0
L1924 oo e 1989 7579 41.6 24.1
1925 e 1990 58.2 43.2 24.5
1935 e 2000 57.8 43.0 25.4
LAY e 2010 53.1 39.5 25.4
1959 e 2020 52.5 39.0 25.8
1969 oo e 2030 49.4 36.7 24.2
1975 e 2040 49.4 36.7 24.2

1Total monthly benefits payable for year of entitlement at age 65 expressed as percent of earnings in
previous year for workers with steady career earnings. Projections for 1997 and later are based on the
intermediate Il assumptions of the 1997 OASDI Trustees’ Report.

2The age for full (unreduced) retirement benefits will rise from 65 starting with workers born in 1938
and will ultimately reach 67 for workers born in 1960 and later. The lower rates projected for 1945 and
Iater6i5n the table reflect the increased actuarial reduction applied to the benefits of workers retiring at
age 65.

3Earnings equal to 45 percent of the Social Security average-wage index.

4Earnings equal to the Social Security average-wage index.

SEarnings equal to the maximum wage taxable for Social Security purposes.

6 “Transition guarantee” under 1977 amendments.

7Special minimum benefit.

Source: Office of the Actuary, Social Security Administration.

BENEFIT REDUCTION AND INCREASE

Social Security benefits may be reduced, withheld, or increased
for various reasons.
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DuAL ENTITLEMENT

An individual may be entitled to benefits both as a worker, based
on his or her own earnings, and also as a dependent (spouse or
widow(er)) of another worker. In the latter case, the individual does
not collect both benefits. The amount of the benefit as a spouse or
widow(er) is offset dollar for dollar by the amount of any benefit
the individual is entitled to as a worker. In other words, workers
first receive the benefit based on their work record. The dependent
benefit is then payable only to the extent that it is greater than
the worker benefit. In effect, the total amount “dually entitled” re-
cipients receive is equal to the larger of the two benefits.

ACTUARIAL REDUCTION

Actuarial reduction is the reduction imposed on early retirement
benefits. If the recipient lives a normal lifespan, the actuarial re-
duction leads to approximately the same total lifetime benefits as
would be paid if the person chose to begin collecting benefits at the
full retirement age. It applies to: workers; spouses (including di-
vorced spouses) of a retired or disabled worker (if entitlement is
not based on having a child beneficiary in their care); and widows,
widowers, and surviving divorced spouses. At the time of initial en-
titlement, reductions in benefit amounts are made for these benefit
categories, as described below.

Retired workers

The reduction rate is five-ninths of 1 percent for each month of
entitlement before age 65 (maximum reduction of 20 percent).
Workers retiring today at age 62 therefore receive 80 percent of the
PIA.

Although the minimum age of eligibility for reduced benefits re-
mains age 62 (age 60 for widows and widowers), the increase in the
full retirement age will be accompanied by increases in the amount
of reduction for retirement at age 62 for individuals born after
1937. For them, the PIA will be reduced by five-twelfths of 1 per-
cent for each month in excess of 36. For example, for persons born
from 1943 through 1954, for whom the normal retirement age will
be 66, the benefit payable at age 62 will be 75 percent of the PIA.
For persons born in 1960 and later, for whom the normal retire-
ment age will be 67, the benefit payable at age 62 will be 70 per-
cent of the PIA (see table 1-11).

Spouses

The reduction rate is twenty-five thirty-sixths of 1 percent for
each month of entitlement before full retirement age. The maxi-
mum reduction is 25 percent. For spouses born after 1937, the ben-
efit will be reduced by five-twelfths of 1 percent for each month of
early retirement in excess of 36 months.

Widow(er)s

The rate of reduction is nineteen-fortieths of 1 percent for each
month of entitlement between age 60 and age 65 (maximum reduc-
tion of 28.5 percent). There is no scheduled increase in the maxi-
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mum reduction for widow(er)s. Disabled widow(er)s ages 50 to 59
receive 71.5 percent of the PIA.

Generally, benefits continue to be paid at these reduced rates for
as long as the recipients remain on the rolls. However, at attain-
ment of the full retirement age for all recipients, and also at age
62 for a widow, widower, and a surviving divorced spouse, the
number of months of reduction is adjusted by dropping months for
which full benefits were not paid. Data on benefits paid to new re-
tired workers in 1996 indicate that 72 percent of all such benefits
were actuarially reduced (69 percent of those payable to men, and
75 percent to women). Table 1-13 presents information on the
number of workers retiring in a given year who file for actuarially
reduced benefits.

DELAYED RETIREMENT CREDIT

A worker is eligible for a delayed retirement credit (DRC) for
each month the worker: (1) was fully insured; (2) had attained full
retirement age but was not yet age 70; and (3) did not receive bene-
fits because the worker had not filed an application or was work-
ing. Each DRC increases the worker’s monthly benefit by one-
twelfth of 1 percent for workers who attained age 62 before 1979
and by one-fourth of 1 percent for workers attaining age 62 from
1979 through 1986 (unless the benefit is based on a special mini-
mum PIA). The increase is applicable to the worker’s monthly ben-
efit amount but not to the PIA. Therefore, dependents’ benefits are
generally not affected. The exception is that an individual receiving
benefits as a widow(er) or surviving divorced spouse is entitled, for
months after May 1978, to the same increase that was applied to
the benefit of the worker, or for which the worker was eligible at
the time of death.

As a result of the Social Security Amendments of 1983, beginning
with workers who attain age 65 in 1990 (i.e., age 62 in 1987) the
increment for delaying retirement past the normal retirement age
(DRC) will increase by one-half of 1 percent every second year until
reaching 8 percent per year of delayed retirement for workers at-
taining age 65 after 2007 (see table 1-11).

MAxXiMUM FAMILY BENEFIT

Old-age and survivors insurance (OASI)

The maximum monthly amount that can be paid on a worker’s
earnings record varies with the PIA. For benefits payable on the
earnings records of retired and deceased workers, the maximum
varies from 150 to 188 percent of the PIA. The family maximum
cannot be exceeded regardless of the number of recipients entitled
on that earnings record. The family maximum is computed by add-
ing fixed percentages of dollar amounts that are part of the PIA.
For the family of a worker who turns 62 or dies in 1997, the total
amount of benefits payable is limited to:

150 percent of the first $581 of PIA, plus;
272 percent of PIA from $581 through $839, plus;
134 percent of PIA from $839 through $1,094, plus;
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175 percent of PIA over $1,094.

The dollar amounts in this benefit formula (i.e., the “bend points”)
are adjusted annually by the same index used to update the bend
points in the primary benefit formula.

Whenever the total of the individual monthly benefits payable to
all the recipients entitled on one earnings record exceeds the maxi-
mum, each dependent’s or survivor’s benefit is reduced in equal
proportion to bring the total within the maximum.

In computing the maximum family benefit for entitlements based
on a single earnings record, any benefit payable to a divorced
spouse or to a surviving divorced spouse is not included.

Disability insurance (DI)

The maximum family benefit is the smaller of 85 percent of the
worker’s average indexed monthly earnings (AIME), or 150 percent
of the worker’s primary insurance amount (PIA). However, in no
case can the benefit be less than 100 percent of the worker’s PIA.

EARNINGS LiMIT

The earnings limit is a provision in the law that reduces benefits
for nondisabled recipients who earn income from work above a cer-
tain amount.

Variations of the earnings limit have been part of the Social Se-
curity Program since its beginning. In 1998, recipients under age
65 may earn up to $9,120 a year in wages or self-employment in-
come without having their benefits affected. Those aged 65—69 can
earn up to $14,500 a year. For earnings above these amounts, re-
cipients under age 65 lose $1 of benefits for each $2 of earnings,
and those age 65—69 lose $1 in benefits for every $3 of earnings.
The earnings limit does not apply to recipients aged 70 or older,
or to those who are disabled. The earnings limits rise each year in-
dexed to the rise in average wages in the economy.

Beginning in 1996, the exempt amounts for those who have at-
tained the full retirement age rises on an ad hoc basis, according
to the following schedule:

Year Exempt amount
1996 e et $12,500
1997 ettt 13,500
1998 et 14,500
1999 ettt 15,500
2000 < ettt ettt a e 17,000
2001 oottt 25,000
2002 ettt a s nea 30,000

These changes were included in Public Law 104-121 enacted on
March 29, 1996. After 2002, the exempt amounts for those who
have attained the full retirement age again will be adjusted to rise
at the same rate as average wages in the economy.

Before enactment of Public Law 104-121, about 1.4 million re-
cipients lost some or all of their benefits because of the earnings
limit each year. They represented about 3 percent of all recipients.
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Of recipients age 65-69, about 9 percent (860,000) were affected,
and an additional 110,000 persons were estimated to be deterred
from filing for benefits because of the earnings limit.

Retired workers whose benefits are not paid due to the earnings
limit for one or more months are compensated through future in-
creases in their benefit amount known as delayed retirement cred-
its, or DRCs (discussed earlier). For workers under age 65, their ac-
tuarial reduction factor is reduced. Beneficiaries age 65—69 get a
DRC for each month benefits were not paid.

Examples of effects of the earnings limit:
1. John—Age 63 with $4,000 in annual benefits before the earnings

limit is applied:
EArnings in 1998 ... $10,120
Exempt amount for under age 65 .....ooevvverreeeeeeeeee e 9,120
Excess over exempt amount .........ccoveveeveecveeeceeeeeee s 1,000
Benefit reduction = 50 percent of BXCESS ...ovovvevveevrvecvreeereieeeines 500
Benefits John will receive in 1998 ..o 3,500

2. lda—~Age 67 with $4,000 in annual benefits before the earnings

limit is applied:
Earnings in 1998 ... 15,100
Exempt amount for 65 and older .........ccocoevevevivieiecceiees 14,500
Excess over exempt amount .........cceveveeveeeveeceeeee e 600
Benefit reduction = 33V percent of eXCESS ....cvvevvvvvvvireriieennn. 200
Benefits Ida will receive in 1998 ..o 3,800

The earnings limit does not apply to pensions, rents, dividends,
interest, and other types of “unearned” income. These forms of in-
come have always been exempted in order to encourage savings for
retirement to supplement Social Security.

History of the earnings limit

The earnings limit was part of the original plan that led to Social
Security. The 1935 report of the Committee on Economic Security
appointed by President Franklin D. Roosevelt recommended that
no benefits be paid before a person had “retired from gainful em-
ployment.” Initially, the Social Security Act provided that benefits
would not be paid for any month in which the individual had re-
ceived “wages with respect to regular employment.” Before any
benefits were payable under the program, Congress modified this
provision in the Social Security Amendments of 1939. No benefits
would be paid for any month in which wages from covered employ-
ment were $15 or more. This arrangement prevailed until 1950.

The 1950 amendments extended Social Security coverage to the
bulk of nonfarm self-employed workers. Because it was believed
that many self-employed people never retired and therefore would
never receive benefits, the 1950 act exempted persons age 75 and
over from the earnings limit. In addition, in the first of many legis-
lative actions to increase the amount of earnings permitted, allow-
able monthly income from wages was increased from $14.99 to $50.



32

Over the years, the earnings limits, the affected ages, and the
formulas for reducing benefits have been changed many times.
Starting with the 1954 amendments, benefits were no longer to-
tally withheld if the retiree had earnings above the monthly ex-
empt amount. Instead, a reduced benefit was payable. In addition,
the 1954 act exempted persons age 72 and over from the earnings
limit.

The 1972 amendments reduced benefits by $1 for every $2 of
earnings above the exempt amount. The 1972 amendments also
provided that, beginning in 1975, the exempt amounts would be
“indexed” to rise at the same rate as wage growth. To compensate
workers who did not receive benefits for months between ages 65
and 72, the amendments established the delayed retirement credit.

During congressional consideration of major Social Security legis-
lation in 1977, there was pressure to eliminate the earnings limit
for persons over age 65. As a compromise, the earnings limit was
raised for persons age 65 and older, and since then two different
exempt amounts have applied, one for those under full retirement
age (currently age 65) and one for those between full retirement
age and age 70. (The 1977 amendments also lowered from 72 to 70
the age at which the earnings limit would no longer apply, to be
effective in 1982, later postponed until 1983.) In response to criti-
cism that the monthly earnings limit discriminated in favor of
workers who had substantial but irregular employment (e.g., teach-
ers), Congress also eliminated the monthly limit except for the first
year of retirement. In 1980, Congress extended the monthly limit
to the year a dependent beneficiary became ineligible for benefits.

As part of major legislation restoring financial integrity to the
Social Security system in 1983, Congress made two liberalizations
affecting persons who continue to work after attaining retirement
age. The first provided that, beginning in 1990, beneficiaries who
have attained the full retirement age will lose only $1 in benefits
for each $3 in earnings above the exempt amount. The second in-
creased the delayed retirement credit (DRC). Prior to the increase,
the DRC was equal to one-fourth of 1 percent for each month (3
percent a year) beyond the full retirement age that a person did
not receive benefits. Under the 1983 provision, the DRC increases
gradually to two-thirds of 1 percent per month between 1990 and
2009 (8 percent a year).

Before 1997, recipients under age 70 who earned more than the
limits were required to file a report of their earnings to SSA by
April 15 of each year. Because W—2s and self-employment income
are now being recorded more rapidly, under new rules most recipi-
ents need not file annual reports of earnings.

On March 29, 1996, President Clinton signed H.R. 3136, the Con-
tract with America Advancement Act of 1996 (Public Law 104—
121), which increases the Social Security earnings limit exempt
amounts—the amount of earnings Social Security recipients may
earn before their benefits are reduced—for recipients between the
full retirement age (currently age 65) and age 70. Their exempt
amounts will increase gradually by higher amounts than under
prior law over the period 1996-2000, and then more rapidly over
the next 2 years, reaching $30,000 in 2002.
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Table 1-18 shows amounts exempt from the earnings limit since
1975.

TABLE 1-18.—RETIREMENT TEST EXEMPT AMOUNTS, 1975-2002

Under age Age 65 and
Year 65 ’ gover1

1970 e $2,520 $2,520
LO76 et 2,760 2,760
| 7 AT 3,000 3,000
LOT78 ettt aen 3,240 4,000
1979 s 3,480 4,500
1980 oot 3,720 5,000
LO81 et 4,080 5,500
1982 oot 4,440 6,000
L1983 et 4,920 6,600

5,160 6,960
5,400 7,320
5,760 7,800
6,000 8,160
6,120 8,400
6,480 8,880
6,840 9,360
7,080 9,720
7,440 10,200
7,680 10,560
8,040 11,160
8,160 11,280
8,280 12,500
8,640 13,500
9,120 14,500

1999 s 29,360 15,500
2000 ..o 29,720 17,000
2001 e 210,080 25,000
2002 ... 210,440 30,000

1ln 1955-82, retirement earnings test did not apply at ages 72 and over; beginning in 1983, it does
not apply at ages 70 and over. Amounts for 1978-82 specified by Public Law 95-216; for 1996-2002,
Public Law 104-121.

2Based on economic assumptions in the 1997 Annual Report of the Board of Trustees of the Federal
0ld-Age and Survivors Insurance and Disability Insurance Trust Funds.

Source: Office of the Chief Actuary, Social Security Administration.

Earnings of retired workers

Of 9.5 million recipients entitled to retired worker benefits who
were under the age of 70 in 1994, about 3.5 million had earnings
from work. Table 1-19 shows the distribution of the earnings of
these workers.

OFFSETS

Offset for other public disability benefits

When a worker receiving Social Security disability benefits also
qualifies for other disability benefits that are provided by Federal,
State or local governments or worker’s compensation, any Social
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Security benefits payable to the worker and his or her family are
reduced by the amount, if any, that the total monthly benefits pay-
able under the two or more programs exceed 80 percent of average
current earnings before the worker became disabled. Needs-tested
benefits, Veterans Administration disability benefits, and benefits
based on public employment covered by Social Security are not sub-
ject to the reduction. A worker’s average current earnings for this
purpose are the larger of: (1) the average monthly earnings used
for computing Social Security benefits; or (2) the average monthly
earnings in employment or self-employment covered by Social Secu-
rity during the 5 consecutive years of highest covered earnings
after 1950; or (3) the average monthly earnings during the calendar
year of highest covered earnings during a period consisting of the
year in which disability began and the preceding 5 years without
regard to the limitations which specify a maximum amount of earn-
ings creditable for Social Security benefits. The combined payments
after the reduction are never less than the total amount of the DI
benefits payable before the reduction. In addition, the Social Secu-
rity benefit after the reduction is increased by the full amount of
the cost-of-living increase as applied to the unreduced benefit.
Every 3 years the original amount of benefits subject to reduction
is redetermined to reflect changes in average wage levels. If in-
creases in average national wages would result in a higher benefit
than that payable based on the original computation, the benefit is
increased effective in January of the redetermination year.

TABLE 1-19.—RETIRED WORKERS WITH EARNINGS IN 1994

Total earnings Ages 62-64 Ages 65-69

BL18,999 oo 501,200 977,300
5,000-9,999 ...... 346,800 537,300
10,000-14,999 111,600 305,300
15,000-19,999 52,800 123,000
20,000-24,999 32,300 87,600
25,000-29,999 20,500 71,000
30,000-34,999 16,300 54,500
35,000-39,999 9,100 40,100
40,000-44,999 9,400 31,700
45,000-49,999 5,600 25,200
50,000-54,999 3,600 20,100
55,000-59,999 3,300 15,100
60,000-64,999 3,500 35,800
65,000-69,999 1,000 7,500
70,000-74,999 2,100 6,300
75,000-79,999 1,100 5,700
80,000-84,999 1,000 4,500
85,000-89,999 400 3,700
90,000-94,999 800 3,100
95,000-99,999 200 3,200
100,000 4 oo 2,900 29,300

TOMAl e 1,125,500 2,387,300

Source: Social Security Administration; 1994 Continuous Work History Sample (CWHS).
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The offset begins in the month during which concurrent entitle-
ment begins under a Federal or State law. However, the offset will
not be made if the State workers’ compensation law provides for an
offset against Social Security disability benefits.

Offsets for receipt of pension from noncovered employment

Government pension offset.—Social Security benefits payable to
spouses of retired, disabled, or deceased workers are generally re-
duced to take account of any public pension the spouse receives as
a result of work in a government job (Federal, State, or local) not
covered by Social Security. The amount of the reduction is equal
to two-thirds of the government pension. This provision is intended
to place spouses who worked in jobs not covered by Social Security
in the same position as other workers by imposing on them the
equivalent of the Social Security “dual entitlement” rule, which im-
poses a dollar-for-dollar offset of spouses’ benefits (discussed ear-
lier). Two-thirds of the government pension represents a surrogate
of the Social Security worker’s benefit that would be subtracted
from any Social Security spousal benefit. The offset does not apply
to workers whose government job is covered by Social Security on
the last day of the person’s employment.

Generally, Federal workers hired before 1984 are part of the
Civil Service Retirement System (CSRS) and are not covered by So-
cial Security. Federal workers hired after 1983 are covered by the
Federal Employee’s Retirement System Act of 1986 (FERS), which
includes coverage by Social Security. Employees covered by the
CSRS were given the opportunity in 1987 to join FERS and thereby
obtain Social Security coverage.

Windfall elimination provision.—Under the windfall elimination
provision of the Social Security Amendments of 1983, a different
benefit formula reduces the Social Security benefits of most work-
ers who also have pensions from work that was not covered by So-
cial Security (e.g., work under the Federal Civil Service Retirement
System). The regular benefit formula (see earlier discussion) is
weighted, in order to help workers who spend their work careers
in low-paying jobs, by providing them with a benefit that replaces
a higher proportion of their earnings than the benefit that is pro-
vided for workers with high earnings. However, the formula cannot
differentiate between those who worked in low-paid jobs through-
out their careers and other workers who appeared to have been low
paid because they worked many years in jobs not covered by Social
Security (these noncovered earnings are shown as zeros for Social
Security benefit purposes). Thus, before the law was changed,
workers who were employed for only a portion of their careers in
jobs covered by Social Security also received the advantage of the
“weighted” formula, because their few years of covered earnings
were averaged over their entire working career to determine the
average covered earnings on which their Social Security benefits
were based. This was the case even if their noncovered earnings
were high.

The windfall benefit formula is intended to remove this advan-
tage for these workers. It does so by substituting 40 percent for the
90 percent factor in the first bracket of the benefit formula (see dis-
cussion in earlier section on “Benefit Formula”). The resulting re-
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duction in the worker’s Social Security benefit is limited to one-half
the amount of the noncovered pension. The new law was phased in
over a 5-year period and affects those first eligible for both Social
Security benefits and noncovered pensions after 1985.

Workers who have 30 years or more of substantial Social Secu-
rity coverage are fully exempt from this provision. For workers who
have 21-29 years of coverage, the percentage in the first bracket
in the formula increases by 5 percentage points for each year over
20, as shown in table 1-20.

TABLE 1-20.—WINDFALL BENEFIT FORMULA FACTORS

First factor

Years of Social Security coverage in formula

(percent)
20007 TEWET evveeeeeccete ettt ettt es st et n s anaetenns 40
/28 TP 45
22 ettt s ettt n e aen 50
/2 TR 55
QU ettt ettt en s 60
2 ettt ettt ettt n e enn 65
2D ettt ettt s sttt n s st teea 70
/2 PP 75
28 ettt ettt s et e et n e enn 80
/A TR 85
KLU0 G110 T 90

Source: Social Security Administration.

SUSPENSION OF BENEFITS TO PRISONERS

In 1980, legislation was enacted barring payment of disability
benefits to prisoners who committed felonies (Public Law 96-473).
In 1983, the prohibition was broadened to include retirement and
survivor benefits (Public Law 98-21); and in 1994, payment of ben-
efits was barred to those in public institutions who committed seri-
ous crimes, but who were found incompetent to stand trial, or not
guilty by reason of insanity (Public Law 103-387). Only benefits to
the prisoner are barred; benefits to a prisoner’s eligible spouse and
children are payable.

COST-OF-LIVING ADJUSTMENTS

Monthly cash benefits were increased on an ad hoc basis 10
times before the first automatic cost-of-living adjustment (COLA)
was implemented as a result of the Social Security Amendments of
1972. Beginning in 1975, benefits have been automatically adjusted
to keep pace with inflation. Since 1975, there have been increases
annually except during calendar year 1983, when the adjustment
was delayed 6 months (see table 1-1).

Social Security beneficiaries receive a COLA in January of each
year if there is a measurable annual increase in prices (0.1 per-
cent). The Consumer Price Index for Wage Earners and Clerical
Workers (CPI-W), updated monthly by the Bureau of Labor Statis-
tics (BLS), is the measure used to compute the increase. The aver-
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age CPI-W for the third calendar quarter of one year is compared
to the average CPI-W for the third calendar quarter of the next
year, and the resulting percentage increase represents the COLA
that will become effective for the following December. The increase
actually becomes effective for Social Security checks payable begin-
ning in January, since Social Security checks always reflect the
benefits due for the preceding month.

A COLA of 2.1 percent beginning with checks payable in January
1998 was triggered by the rise in the CPI-W from the third quarter
of 1996 to the third quarter of 1997. As in all years since 1975, this
COLA, in turn, triggered identical percentage increases in Supple-
mental Security Income (SSI), veterans’ pensions, and railroad re-
tirement benefits, and caused other changes in the Social Security
Program. Although COLAs under the Federal Civil Service Retire-
ment System and the Federal Military Retirement Program are not
triggered by the Social Security COLA, these programs use the
same measuring period and formula for computing their COLAs.

Determination of the COLA

The 2.1 percent COLA for January 1998 became known on Octo-
ber 16, 1997, when the BLS announced the CPI-W figure for Sep-
tember 1997. With release of the September index, the two July-
September sets of CPI-W figures needed to compute the 1998
COLA—one for 1996 and another for 1997—became available.

Table 1-21 shows how the January 1998 COLA was computed
under procedures set forth in the law.5 Table 1-22 shows the com-
parison between average wage increases and changes in the CPI
from 1965 to 1997.

TABLE 1-21.—COMPUTATION OF THE SOCIAL SECURITY COLA, JANUARY 1998

CPI-W index points

Month
1996 1997
JUIY et e 154.3 157.5
August ......... 154.5 157.8
September 155.1 158.3
3-month QVErage ......ccocoeeeeveeeveeeceeeeeee s 154.6 157.9

Note.—The reference base period for the CPI-W is 1982-84, i.e., the period when the index equalled
100.

Source: Bureau of Labor Statistics.

Based on the third quarter index points shown in table 1-21,
there are three steps to calculating the annual Social Security
COLA. First, the annual increase in CPI index points from the
third quarter of 1996 to the third quarter of 1997 is calculated
(157.9 — 154.6 = 3.3). Second, the rate of increase is converted into
a percentage by dividing the increase in index points by the base
year level (3.3/154.6 = 2.135). Finally, the resulting figure (2.135)
is rounded to the nearest tenth of a percent, making the 1998
COLA 2.1 percent.

5Under section 215(1) of the Social Security Act.
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TABLE 1-22.—HISTORICAL COMPARISON OF AVERAGE WAGE INCREASES TO BENEFIT
INCREASES AND CHANGES IN CPI, 1965-97

[In percent]

Increase in wages ! Increase in CPI2 Increase in benefits 3
Calendar year Over Cumulative QOver Cumulative Over Cumulative
prior from each prior from each prior from each
year year to 1997 year year to 1997 year year to 1997
1.8 476.1 1.6 397.2 7.0 501.5
6.0 4435 3.2 382.0 0.0 501.5
5.6 414.8 2.8 369.0 0.0 501.5
6.9 381.7 4.2 350.3 13.0 4323
5.8 355.4 54 327.1 0.0 432.3
5.0 333.8 5.7 304.1 15.0 362.9
5.0 313.1 4.4 287.2 10.0 320.8
9.8 276.2 3.4 274.3 20.0 250.6
6.3 254.1 6.2 252.6 0.0 250.6
5.9 234.2 11.0 217.7 11.0 215.9
1.5 211.0 9.1 101.3 8.0 192.5
6.9 190.9 5.7 175.5 6.4 174.9
6.0 174.4 6.5 158.8 5.9 159.6
7.9 154.3 1. 140.2 6.5 143.7
8.7 133.8 11.4 115.6 9.9 121.8
9.0 114.5 13.4 90.1 14.3 94.0
10.1 94.9 10.3 72.4 11.2 74.5
55 84.7 6.0 62.6 7.4 62.5
49 76.1 3.0 57.9 435 57.0
59 66.3 3.5 52.6 3.5 51.7
43 59.5 35 474 3.1 47.1
3.0 54.9 1.6 45.1 1.3 45.2
6.4 457 3.6 40.1 4.2 394
49 38.8 4.0 34.7 4.0 34.0
40 335 48 28.5 47 28.0
46 21.6 5.2 22.2 5.4 21.4
3.7 23.0 4.1 17.3 3.7 17.1
5.2 17.0 2.9 14.0 3.0 13.7
0.9 16.0 2.8 10.9 2.6 10.8
2.7 13.0 2.5 8.2 2.8 7.8
4.0 8.6 2.9 5.2 2.6 5.1
49 3.6 2.9 2.3 2.9 2.1
536 e, 2.3 s 621

1 Average annual wages used to index earnings records.

2|ncrease in annual average CPI-W.

3 Legislated benefit increases through 1975 and increases based on CPI thereafter. After 1975, the CPI
ang befnefit increases are different because they reflect the change in prices measured over different pe-
riods of time.

4As a result of the Social Security Amendments of 1983, COLAs are provided on a calendar year
basis, with the benefit increase payable in January rather than July. The July 1983 COLA was delayed to
January 1984. This delay and a change in the computation period led to 6 months of 1983 (first
quarter-third quarter) not being accounted for in any COLA increase—a period in which the CPI in-
creased 2.4 percent.

5 Preliminary.

6 Effective December 1997, payable in January 1998.

Source: Office of the Chief Actuary, Social Security Administration.
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TAXATION OF BENEFITS

Beneficiaries with income (defined as adjusted gross income plus
tax-exempt bond interest plus one-half of Social Security benefits)
above certain thresholds are required to include a portion of their
Social Security benefits (and railroad retirement tier 1 benefits) in
their federally taxable income. The Social Security Amendments of
1983 required beneficiaries with income of more than $25,000 if
single, and $32,000 if married, to include up to 50 percent of their
benefits in their taxable income, beginning in 1984. Revenues from
this provision are credited to the OASDI Trust Funds. The Omni-
bus Budget Reconciliation Act of 1993 required beneficiaries with
incomes of more than $34,000 if single, and $44,000 if married, to
include up to 85 percent of their benefits in their taxable income,
beginning in 1994. Revenues from this provision are credited to the
Medicare HI Trust Fund.

The following worksheet shows the steps involved in determining
how much of a beneficiary’s Social Security benefits are taxable.

WORKSHEET FOR DETERMINING THE TAXABLE PORTION OF SOCIAL
SECURITY BENEFITS

1. Enter yearly Social Security benefits
2. Multiply line 1 by 0.50

3. Enter adjusted gross income plus tax-free
interest

4. Add line 2 and line 3

5. Enter: $25,000 if single or head of
household; $32,000 if married filing
jointly; $0 if married filing separately

6. Subtract line 5 from line 4

(If result on line 6 is zero or a negative number, stop; no benefits
are taxable.)

7. Divide line 6 by 2

8. Enter smaller of amounts on
line 2 or line 7

9. Enter amount on line 4

10. Enter: $34,000 if single or head of
household; $44,000 if married filing
jointly; $0 if married filing separately

11. Subtract line 10 from line 9

(If result on line 11 is zero or a negative number, stop; amount
on line 8 is amount of benefits taxable.)

12. Multiply line 11 by 0.85

13. Enter smallest of: amount on line 8;
$4,500 if single or head of household;
$6,000 if married filing jointly;
$0 if married filing separately

14. Add amounts on line 12 and line 13

15. Multiply line 1 by 0.85
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16. Enter smaller of amounts on
line 14 or line 15

(The amount on line 16 is the total amount of benefits taxable.)

Source: Congressional Research Service.

Examples of results of applying worksheet (1997):

Single Single Married Married Married

Total income (including

Social Security) ......... $31,000  $35,000  $38,000  $50,000  $80,000
Social Security benefits 12,000 7,000 12,000 12,000 18,000
Amount of benefits

taxable .......ccooevune. 0 3,250 0 6,000 15,300
Percent of benefits

taxable ....cocoveeeennnne. 0 46 0 50 85
Income tax liability on

all benefits taxable .. 0 488 0 900 4,284

For calendar year 1998 (see table 1-23), CBO projects that 26
percent of Social Security beneficiaries will be affected by the tax-
ation of benefits (see table 1-23). Table 1-24 shows amounts cred-
ited to trust funds from taxation of benefits.

SOCIAL SECURITY BENEFITS FOR NONCITIZENS

Provisions in the Personal Responsibility and Work Opportunity
Reconciliation Act of 1996 and the Immigration Responsibility Act
of 1996 affect the way Social Security benefits are paid to aliens
in the United States. Effective December 1, 1996, persons applying
for title II monthly benefits in the United States must provide evi-
dence that they are U.S. citizens, nationals, or aliens who are law-
fully present in the United States in order to get Social Security
benefits.

To be considered a lawfully present alien in the United States,
the beneficiary must be an alien:

—lawfully admitted for permanent residence;

—admitted as a refugee under section 207 of the Immigration

and Nationality Act (INA);

—granted asylum under section 208 of the INA,;

—granted conditional entry as a refugee under section 203(a)(7)

of the INA prior to April 1, 1980;

—who has submitted application for political asylum under sec-

tion 208 of the INA; or

—who belongs to any class of aliens permitted to reside in the

United States for humanitarian or other reasons.
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TABLE 1-24—TAXATION OF OASDI BENEFITS BY TRUST FUNDS CREDITED AND AS A
PERCENT OF TOTAL OASDI BENEFIT PAYMENTS, 1984—2002

[Dollars in millions]

Total OASDI

Taxes credited to trust funds from
the taxation of OASDI benefits

Taxes credited to trust
funds as percent of OASDI

Fiscal year benefits benefits

0ASDI HI Total 0ASDI Hi Total
1984 e $173,603  $2,275 ... $2,275 1.3 ... 1.3
1985 e 183,959 3,368 ... 3,368 18 ... 1.8
1986 ..o 193,869 3,558 ... 3,558 18 ... 1.8
1987 e 202,430 3,307 ... 3,307 16 ... 1.6
1988 .o 213,907 3,390 ... 3,390 16 ... 1.6
1989 o 227,150 3,772 ... 3,772 L7 1.7
1990 e 243,275 3,081 ... 3,081 13 1.3
1991 263,104 5921 ... 5,921 23 2.3
1992 281,650 6,237 ... 6,237 2.2 2.2
1993 298,176 6,161 ... 6,161 2.1 2.1
1994 . 313,129 5656 $1,625 7,281 1.8 0.5 2.3
1995 328,841 5449 3883 9,332 1.7 1.2 2.8
1996 ..o 343,235 6,155 4,039 10,194 1.8 1.2 3.0
19971 . 359,232 7,198 4,001 11,199 2.0 1.1 3.1
19981 ................ 376,907 7,632 4,328 11,960 2.0 1.1 3.2
19991 .. 396,628 8,166 4,591 12,757 2.1 1.2 3.2
20001 ................. 417,393 8,773 4975 13,748 2.1 1.2 3.3
20011 440,311 9,437 5,368 14,805 2.1 1.2 34
20021 ... 465,390 10,175 5802 15,977 2.2 1.2 3.4

IProjected; based on intermediate assumptions in the 1997 Annual Report of the Board of Trustees of
the Federal Old-Age and Survivors Insurance and Disability Insurance Trust Funds.

Note.—Tax amounts are the amounts collected through the Federal income tax system (including ad-
justments for actual experience in prior years) plus, for OASDI only, taxes withheld from the OASDI bene-
fits of certain nonresident aliens.

Source: Office of the Chief Actuary, Social Security Administration.
DETERMINATION OF DISABILITY BENEFITS

DETERMINATION OF DISABILITY

Disability determinations are generally made by State agencies,
which are 100 percent federally funded. These agencies agree to
make such determinations and in doing so to substantially comply
with the regulations of the Commissioner, which specify perform-
ance standards, administrative requirements, and procedures to be
followed in performing the disability determination function.

The law authorizes the Commissioner to terminate State admin-
istration and assume responsibility for making disability deter-
minations when a State disability determination service (DDS) is
substantially failing to make determinations consistent with regu-
lations. The law also allows for termination by the State.
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APPLICATION OF LAW AND REGULATIONS

Claims are determined on a sequential basis. The first step is to
determine whether the individual is engaging in substantial gain-
ful activity (SGA). Under current regulations, in most cases if a
person is earning more than $500 a month (net of impairment-
related work expenses), he will be considered to be engaging in
SGA. In the case of blind individuals, SGA is $1,000 a month in
1997 ($1,050 in 1998). If it is determined that the individual is en-
gaging in SGA, a decision is made that he is not disabled without
considering medical factors. If an individual is found not to be en-
gaging in SGA, the severity and duration of the impairment are ex-
plored. If the impairment is determined to be “not severe” (i.e., it
does not significantly limit the individual’s capacity to perform
work), the individual’s disability claim is denied. If the impairment
is “severe,” a determination is made as to whether the impairment
“meets” or “equals” the medical listings published in regulations by
SSA, 6 and whether it will last for 12 months. If the impairment
neither “meets” nor “equals” the listing (which would result in an
allowance), but meets the 12-month duration rule, the individual’s
residual functional capacity (what an individual still can do despite
his limitations) and the physical and mental demands of his past
relevant work must be evaluated. If the impairment does not pre-
vent the individual from meeting the demands of his past relevant
work, then benefits are denied. If it does, then it must be deter-
mined whether the impairment prevents other work.

At this stage in the adjudication process, because of a court deci-
sion and subsequent administrative and legislative ratification, the
burden of proof switches to the government to show that the indi-
vidual can, considering his impairment, age, education, and work
experience, engage in some other kind of substantial gainful activ-
ity that exists in the national economy. Such work does not have
to exist in the immediate area in which he lives, and a specific job
vacancy does not have to be available to him. Work in the national
economy is defined in statute as work which exists in significant
numbers either in the region where such individual lives or in sev-
eral regions of the country.

SSA has developed a vocational “grid” designed to reduce the
subjectivity and lack of uniformity in applying the vocational fac-
tor. The grid regulations embody in a formula certain worker char-
acteristics such as age, education, and past work experience, in re-
lation to the individual’s residual functional capacity to perform
work-related physical and mental activities. If the applicant has a
particular level of residual work capability—characterized by the
terms sedentary, light, medium, heavy and very heavy—an auto-
matic finding of “disabled” or “not disabled” is required when such
capability is applied to various combinations of age, education, and
work experience.

6 The listing of impairments contains over 100 examples of medical conditions that would ordi-
narily prevent an individual from engaging in substantial gainful activity. Each listing describes
a degree of severity such that an individual who is not working, and has such an impairment,
is considered unable to work by reason of the medical impairment. The listing describes specific
medically acceptable clinical and laboratory findings and signs which establish the severity of
the impairments. An impairment or combination of impairments is said to “equal the listings”
if the medical findings for the impairment are at least equivalent in severity and duration to
the findings of a listed impairment.
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FEDERAL REVIEW OF STATE DETERMINATIONS

The Commissioner must review 50 percent of the disability al-
lowances and a sufficient number of other determinations to ensure
a high degree of accuracy. The Commissioner may also, on his or
her own initiative, review any determination by a DDS.

PERIODIC REVIEW OF INDIVIDUALS RECEIVING DISABILITY BENEFITS

The 1980 disability amendments required that, at least once
every 3 years, the Social Security Administration reexamine every
individual on the rolls who is determined to be nonpermanently
disabled. Where there is a finding of permanent disability, the
Commissioner may reexamine at such times as are determined to
be appropriate. These reviews are in addition to the administrative
eligibility review procedures existing before the 1980 amendments.

MEDICAL IMPROVEMENT STANDARD

The 1984 Disability Benefits Reform Act required that in con-
tinuing eligibility review cases, benefits may be terminated only if
the Commissioner finds that there has been medical improvement
in the person’s condition and that the individual is now able to en-
gage in substantial gainful activity. There are several exceptions to
this standard, which are described in greater detail in the “Recent
Legislation” section of this chapter.

MEDICAL EVIDENCE

An individual is not considered to be under a disability unless
she furnishes such medical and other evidence as the Commis-
sioner may require. The Commissioner will generally reimburse
physicians or hospitals for supplying medical evidence in support
of claims for DI benefits. The Commissioner also pays for medical
examinations that are needed to adjudicate the claim.

ATTORNEYS’ FEES AND REPRESENTATION

A claimant may be represented by an attorney or any other
qualified person in proceedings before SSA. A person who has been
suspended or disqualified by SSA from representing Social Security
claimants or who is otherwise prohibited by law from acting as a
representative may not represent claimants.

The claimant must appoint a representative in writing over his
own signature and file the written appointment with SSA. If the
representative is not an attorney, he also must submit a written
acceptance of appointment to SSA.

The appointed representative may obtain the same information
about the claimant that would be available to the claimant. The
representative may also submit evidence, make statements about
facts and law, and make any request or give any notice concerning
the proceedings. She may not sign an application on behalf of a
claimant for rights or benefits, or testify on the claimant’s behalf
in any administrative proceeding.

The amount of any fee that an attorney or other person may
charge and collect from the claimant for services performed as a
representative in proceedings before SSA must be authorized by
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SSA. SSA has two methods of authorizing fees for representation:
Fee petition and fee agreement.

Under the fee petition process, the representative must file a fee
petition with SSA after completing his services on a claim and send
a copy of the fee petition to the claimant. All Social Security offices
have forms available that list the information required to petition
for a fee. The representative should submit the petition for a fee
for services rendered as soon as possible after all proceedings are
complete.

SSA determines the amount of the fee authorized under the fee
petition process based on several factors, including, but not limited
to, the extent and type of services the representative performed,
the complexity of the case, and the amount of time the representa-
tive spent on the case. SSA notifies both the claimant and rep-
resentative of the fee authorized and gives a complete explanation
of how the amount of the fee was determined. The claimant or rep-
resentative, or both, may request a review of the fee determined
under a fee petition within 30 days after receipt of the notice.

Under the fee agreement process, the claimant and representa-
tive must file a written agreement with SSA before the date SSA
makes a favorable determination or decision on the claim. SSA
usually will approve the fee agreement if (1) it is signed by both
the claimant and representative; (2) the fee specified in the agree-
ment does not exceed the lesser of 25 percent of the past-due bene-
fits or $4,000; (3) SSA’s determination or decision in the claim is
fully or partially favorable; and (4) the claim results in past-due
benefits. The claimant, the claimant’s representative, or the SSA
agent determining the fee, may request a review of the fee within
15 days after receipt of the notice.

If the claimant is represented by an attorney and the claim is for
Social Security benefits, SSA withholds 25 percent of past-due ben-
efits owed the claimant and any auxiliary beneficiary or bene-
ficiaries, and certifies for direct payment to the attorney the lesser
of the amount of the authorized fee or 25 percent of past-due bene-
fits.

SSA assumes no responsibility for payment of any authorized fee
if the representative is not an attorney or if the claim is for pay-
ments under title XVI of the act (Supplemental Security Income).

A Federal court that renders a judgment favorable to a Social Se-
curity claimant may allow as part of its judgment a reasonable fee
to an attorney who represented the claimant in court. The fee al-
lowed by the court cannot exceed 25 percent of the past-due bene-
fits resulting from the favorable judgment. SSA may certify the
amount of the fee allowed by the court for payment directly to the
attorney out of the title II past-due benefits.

VOCATIONAL REHABILITATION

The Social Security Act requires that persons applying for a de-
termination of disability be promptly referred to State vocational
rehabilitation (VR) agencies for necessary rehabilitation services.
The act provides for withholding of benefits for refusal, without
good cause, to accept rehabilitation services available under a State
plan approved under the Vocational Rehabilitation Act.
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Public Law 97-35 eliminated reimbursement from the DI Trust
Funds to the State vocational rehabilitation agencies for rehabilita-
tion services except in cases in which the services result in the
beneficiary’s performance of substantial gainful activity (SGA) for
a continuous period of at least 9 months. Such a 9-month period
could begin while the individual is under a vocational rehabilita-
tion program and may also coincide with the trial work period or
the individual’s waiting period for benefits. The services must be
performed under a State plan for vocational rehabilitation services
under title I of the rehabilitation act. In the case of any State that
is unwilling to participate or does not have a plan that meets the
requirements of the Vocational Rehabilitation Act, the Commis-
sioner of Social Security may provide such services by agreement
or contract with other public or private agencies, organizations, in-
stitutions or individuals. The determination that the vocational re-
habilitation services contributed to the successful return of the in-
dividual to SGA, and the determination of the amount of costs to
be reimbursed, are made by the Commissioner. Payments under
this provision can be made in advance or by reimbursement, with
necessary adjustments for overpayments or underpayments.

Using the administrative rulemaking process available under
current law, SSA issued new regulations in the Federal Register on
March 15, 1994 on the use of alternative rehabilitation providers.
The regulations expanded the use of private vocational rehabilita-
tion providers and public non-State VR providers by allowing SSA
to refer beneficiaries to such providers if SSA does not receive noti-
fication within a specified period of time that the State VR agency
has accepted a beneficiary for services or extended evaluation.

DISABILITY CLAIMS AND APPEALS STRUCTURE

The Social Security appeals and case review process is a complex
multilayered structure that is inextricably linked with the disabil-
ity determination process. Application for disability benefits is
made at the Social Security district office where the applicant is
interviewed and the sources of medical evidence are recorded. After
determining whether the applicant meets the insured status re-
quirements, the SSA district office then sends the case to the State
disability determination service (DDS), which makes the initial de-
termination of disability. If an applicant or beneficiary is dissatis-
fied with an initial denial or termination of disability benefits by
the DDS, she can request a reconsideration within 60 days of re-
ceipt of the notice of denial. The reconsideration on the disability
claim is also carried out by the DDS, but by personnel other than
those who made the initial determination.

If upon reconsideration the applicant is again denied benefits,
the applicant will be given a hearing before an administrative law
judge (ALJ) in SSA’s Office of Hearings and Appeals (OHA), pro-
vided he or she files a request for hearing within 60 days of receipt
of the notice of denial. If the claim is denied by the ALJ, the appli-
cant has 60 days to request review by the appeals council. The ap-
peals council is a 24-member body located in the OHA. The appeals
council may also, on its own motion, review a decision within 60
days of the ALJ’s decision. The 1980 disability amendments re-
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quired the appeals council to review a percentage of ALJ hearing
decisions.

The appeals council may review, affirm, modify, or reverse the
decision of the ALJ, or may remand it to the ALJ for further devel-
opment. The applicant is notified in writing of the final action of
the appeals council, and is informed of his right to obtain further
review by commencing a civil action within 60 days in a U.S. Dis-
trict Court.

Under current law, as amended by the 1984 Disability Benefits
Reform Act, DI beneficiaries whose benefits have been terminated
because of recovery or improvement in the medical condition that
was the basis for the disability will have the opportunity to receive
a hearing at the reconsideration stage and can elect to continue to
receive disability and Medicare benefits through the ALJ hearing
stage of the appeals process, subject to recovery.

Chart 1-1 shows the number of cases allowed and appealed at
various levels of appeal for application decisions and continuing
disability reviews (CDRs) processed by State agencies. Table 1-25
presents information for fiscal years 1979-96 on the number of
cases that were reviewed and reversed at the ALJ level. Table 1-
26 presents information on the number of continuing disability re-
views that were conducted in fiscal years 1977-96 on DI cases. Due
to an unprecedented increase in initial claims, the number of CDRs
processed declined sharply in the early 1990s. National implemen-
tation of a new CDR process in 1993 has since enabled the Social
Security Administration to increase the number of CDRs signifi-
cantly.

Public Law 104-121 authorized significant additional administra-
tive funding exempt from the discretionary spending cap, and
above the annual $200 million previously authorized, to enable
SSA to clear its CDR backlog of roughly 3.4 million cases more
quickly. Total fiscal year authorizations for CDRs are: 1996, $260
million; 1997, $360 million; 1998, $570 million; and 1999-2002,
$720 million each year.

CHANGES IN ENROLLMENT AND APPLICANT BACKLOGS

Di1sABILITY INSURANCE (DI) AWARDS AND RECIPIENTS

Over the past 18 years, the DI Program experienced a period of
declining enrollment followed by a rebound in growth. The number
of DI beneficiaries (disabled workers and their dependents) receiv-
ing benefits first peaked at 4.9 million in May 1978. The bene-
ficiary population then declined sharply to 3.8 million by July 1984.
Thereafter, the number of beneficiaries rose steadily, reaching 6.1
million in December 1996 (table 1-28).

Similarly, the number of new DI benefit awards declined from
592,000 in 1975 to approximately 299,000 in 1982. As shown in
table 1-27, awards then rose almost steadily, reaching 646,000 in
1995 before declining by 1997 to 587,000. (The large 1992 increase
is partially attributable to SSA’s short-term measures for dealing
with increased DI applications. Increasing the volume of applica-
tions processed resulted in increases in both awards and denials.)
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CHART 1-1. DISABILITY DETERMINATIONS AND APPEALS, FISCAL YEAR 1996

TITLE 11, TITLE XVI AND CONCURRENT TITLE Il AND XVI DECISIONS FOR DISABILITY
CLAIMS BY WORKERS, WIDOWS, AND DISABLED ADULT CHILDREN!

Initial Level Initial CDRs 2/
2,303,352 517,684
Reconsiderations Reconsiderations
768,302 26,238
ALJ Disp. ALJ Disp.
543,641 4f 3,783 4/
Appeals Appeals
Coungil Council
57 &

64,874 4/

Federal Court Decisions on
Applications and CDRs
5,5847

1The data relate to workloads processed (
processed at each adjudicatory level may include cases received at one or more of the lower adjudicatory
levels prior to fiscal year 1996. The data include determinations on initial applications as well as continuing
disability reviews (both periodic reviews and medical diary cases).

2|ncludes non-State CDR mailer continuations. Also includes 16,189 CDRs where there was “no decision.”
The continuance and termination rates are computed without the “no decision” cases.

3Many AU dispositions and appeals council (AC) decisions are based on DDS determinations from a
previous year. Therefore, a percent appealed is not provided.

4 Preliminary data.

SIncludes AU decisions not appealed further by the claimant but reviewed by the appeals council on
“own motion” authority.

6ncludes affirmations, denials and dismissals of requests for review, and own motion reopening cases.

Source: Social Security Administration.
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TABLE 1-25.—ADMINISTRATIVE LAW JUDGE DISABILITY INSURANCE ! DECISION RATES,
INITIAL DENIALS AND TERMINATIONS, 2 FISCAL YEARS 1979-96

Percent

Fiscal year Dismissed Unfavorable Favorable Total favorable
Initial denials:

6,332 31,485 48,934 86,751 56.4
7,093 31,703 56,733 95,529 59.4
15,141 59,930 98,129 173,200 56.7
15,403 67,481 91,865 174,749 52.6
14,334 65,626 79,427 159,387 49.8
15,075 63,381 88,301 166,757 53.0
14,806 61,161 92,118 168,085 54.8
28,792 44223 78,737 151,752 51.9
15,271 58,412 98,180 171,863 57.1
18,213 58,788 111,748 188,749 59.2
19,695 54,284 122,070 196,049 62.3
19,297 45,264 127,707 192,268 66.4
19,880 44,594 144945 209,419 69.2
19,665 48,407 166,661 234,733 71.0
20,190 47579 171,508 239,277 71.7
23,576 49,110 189,373 262,059 72.3
44,234 65,415 220,558 330,207 66.8
33,367 89,817 237,131 360,315 65.8
1,401 4,078 8,052 13,531 59.5
1,431 4,197 9,909 15,537 63.8
2,623 6,945 16,685 26,253 63.6
4,670 17,502 37,306 59,478 62.7
9,247 37,284 73,821 120,352 61.3
25,681 22,590 56,327 104,598 53.9
4,176 2,415 3,126 9,717 32.2
1,095 2,129 2,014 5,238 38.4
812 1,954 2,014 4,780 42.1
1,031 2,807 3,426 7,264 47.2
1,220 3,482 4,882 9,584 50.9
1,166 2,940 4,695 8,801 53.3
1,007 2,140 3,935 7,082 55.6
812 1,642 2,812 5,266 53.4
720 1,281 2,079 4,080 51.0
656 1,082 1,540 3,278 47.0
821 1,173 1,807 3,801 475
1,172 2,275 2,488 5,935 41.9

Lincludes title Il and concurrent title Il/title XVI disability cases and concurrent title Il/title XVI aged

cases.

2Includes all termination cases regardless of the basis of termination.
Source: Office of Hearings and Appeals, Social Security Administration.
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TABLE 1-26.—CONTINUING DISABILITY REVIEW (CDR) CESSATIONS AND
CONTINUATIONS, FISCAL YEARS 1977-96

Cessations Continuations Total cases
Fiscal year Per- per-  Cessations oo Percent
1977 ... 41475 387 65745 613 107,220 3,322,230 3.2
1978 ... 38,847 464 44804 536 83,651 3,447,767 2.4
1979 ... 45216 481 48,868 51.9 94,084 3,457,837 2.7
1980 .......... 44273 468 50,227 532 94,550 3,454,010 2.7
1981 ... 80,956 479 87966 521 168,922 3,413,602 49
1982 ... 179,857 448 221,325 552 401,182 3,263,354 12.3
1983 ... 182,074 417 254,424 583 436,498 3,226,838 13.5
19845 ... 31,927 246 97,752 754 129,679 3,249,367 4.0
19855 ....... 475 146 2,785 854 3,260 3,332,870 0.1
1986 ... 2554 56 42805 944 45359 3,261,768 14
1987 ... 20,343 124 143,712 876 164,055 3,433,524 48
1988 ... 33,565 11.5 257,377 885 290,942 3,492,762 8.3
1989 ... 24,102 9.2 237,722 908 261,824 3,559,840 74
19906 ........ 15154 105 129,026 89.5 144,180 3,678,509 3.9
19917 ... 5697 125 39,749 875 45446 3,866,645 1.2
1992 ... 6923 150 39,291 850 46214 4165133 11
19938 ... 488 99 44316 90.1 49,202 4,457,500 11
19948 ... 13,940 141 85189 859 99,129 4,729,948 2.1
19958 ... 31,694 161 164281 839 196,575 4,980,462 4.0
1996 ... 35452 10.0 311,041 90.0 346,493 5,216,126 6.6

1Percent of cessations = number of cessations + (number of cessations + number of continuances) x

2Percent of continuances = number of continuances + (number of cessations + number of continu-

ances) x 100.

31n current pay at end of fiscal year.

4Percent of total disabled persons reviewed = (number of cessations + number of continuances) +
total disabled persons x 100.

5The decline in the number of reviews in 1984 and 1985 was due to the national moratorium on re-
views pending enactment and implementation of new legislation that revised criteria for CDRs (legislation
enacted in fiscal year 1984; regulations promulgated late fiscal year 1985).

6The decline in CDR processing in 1990 was due to the unanticipated demands of processing approxi-
mately 40,000 class action court cases.

7The continued decline in CDR processing was due to the increase in the initial claims workloads.

8Includes non-State CDR mailer continuations.

Source: Office of Disability, Social Security Administration.

The incidence of disability (number of awards per 1,000 insured
workers) fell from an all-time high of 7.1 in 1975 to an all-time low
of 2.9 in 1982. In 1996, the rate was 4.9 percent (see table 1-27).

Table 1-28 shows the number of DI beneficiaries for selected fis-
cal years.
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TABLE 1-27.—DISABLED WORKERS' APPLICATIONS, AWARDS, AWARDS AS A PERCENT
OF APPLICATIONS, AND AWARDS PER 1,000 INSURED WORKERS FOR SELECTED
YEARS, 1960-97

[Number of applications and total awards in thousands]

Number of Awards as a Awards per 1,000

applications Total awards a%?)rl?ggttioonfs insuredpworkers

418.6 207.8 49.6 4.5

532.9 253.5 47.9 4.7

868.2 350.4 40.3 4.8

924.4 415.9 45.0 5.6

947.8 4554 48.1 6.0

1973 e, 1,066.9 491.6 46.1 6.3
1974 . 1,330.2 536.0 40.3 6.7
1975 e 1,285.3 592.0 46.1 7.1
1976 e 1,232.2 551.5 44.8 6.5
1977 . 1,235.2 968.9 46.1 6.5
1978 o, 1,184.7 464.4 39.2 5.2
1979 1,187.8 416.7 35.1 4.4
1980 .o 1,262.3 396.6 314 4.0
1981 ..o, 1,161.3 345.3 30.3 34
1982 ..o, 1,020.0 298.5 29.1 2.9
1983 o 1,017.7 3115 30.6 3.0
1984 ..o 1,035.7 357.1 34.9 3.4
1985 ..o, 1,066.2 377.4 354 3.5
1986 .....coceveeee. 1,1184 416.9 37.3 3.8
1987 e 1,108.9 415.8 37.5 3.7
1988 ..o 1,017.9 409.5 40.2 3.6
1989 ..o, 984.9 425.6 43.2 3.7
1990 ..o, 1,067.7 468.0 43.8 4.0
1994 ... 1,208.7 536.4 44.4 4.5
1992 .o 1,335.1 636.6 47.8 5.2
1993 e, 1,425.8 635.2 44.6 5.2
1994 e, 1,443.8 631.9 43.8 5.1
1995 . 1,338.1 645.8 48.3 5.1
1996 ... 1,279.2 624.3 48.8 4.9
1997 e 1,180.2 587.4 49.8 4.5

Source: Office of the Chief Actuary, Social Security Administration.

PENDING CLAIMS IN THE DISABILITY DETERMINATION SERVICES

Until fiscal year 1991, State disability determination services
workloads remained relatively constant at about 2.5 million cases
per year. In fiscal year 1991, claims began to increase significantly
each year to a level of over 3.7 million in fiscal year 1996. During
the period of fiscal years 1988-94, pending cases also increased as
the ability to hire and train staff did not keep pace with the in-
creases in claims. However, in fiscal year 1995 pending cases were
significantly reduced to 590,000 due largely to increased productiv-
ity in the States and the additional budgetary resources directed to
disability case processing which enabled an aggressive hiring effort
in the States. In fiscal year 1996, pending cases again increased
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significantly. The major cause of this increase was that Congress
increased SSA’s workload by requiring additional drug addiction
and alcoholism reviews. This workload has now been completed but
pending cases have risen again due to workloads mandated by wel-
fare reform legislation. Table 1-29 shows disability cases pending
and the weeks of work on hand in the States at the end of each
fiscal year from 1988 through 1996.

TABLE 1-28.—NUMBER OF DISABILITY INSURANCE BENEFICIARIES FOR SELECTED
YEARS, 1960-96

[Current payment status as of December]

Year Disabled workers Spouses Children Total
1960 .o, 455,371 76,599 155,481 687,451
1965 oo, 988,074 193,362 557,615 1,739,051
1970 oo, 1,492,948 283,447 888,600 2,664,995
1975 o, 2,488,774 452,922 1,410,504 4,352,200
1980 .ooovece, 2,861,253 462,204 1,358,715 4,682,172
1981 e, 2,776,519 428,212 1,251,543 4,456,274
1982 oo, 2,603,713 365,883 1,003,869 3,973,465
1983 e, 2,568,966 308,060 935,904 3,812,930
1984 oo, 2,596,535 303,984 921,285 3,821,804
1985 v, 2,656,500 305,528 945,141 3,907,169
1986 ..o, 2,727,386 300,592 965,301 3,993,279
1987 oo, 2,785,885 290,895 967,944 4,044,724
1988 oo, 2,830,284 280,821 963,195 4,074,300
1989 oo, 2,895,364 271,488 961,975 4,128,827
1990 o, 3,011,294 265,890 988,797 4,265,981
1991 o, 3,194,938 266,219 1,051,883 4,513,040
1992 oo, 3,467,783 270,674 1,151,239 4,889,696
1993 e, 3,725,966 272,759 1,254,841 5,253,566
1994 o, 3,962,954 271,054 1,349,511 5,583,519
1995 e, 4,185,263 263,539 1,408,854 5,857,656
1996 .o, 4,385,623 223,854 1,462,557 6,072,034

Source: Office of Research and Statistics, Social Security Administration.
CHARACTERISTICS OF RECIPIENTS

OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE

Table 1-30 provides detailed information on the number of
OASDI beneficiaries in various categories, and the average amount
of monthly benefits by type of beneficiary for both new awards and
all beneficiaries currently receiving payments.

DISABILITY INSURANCE

Tables 1-31 and 1-32 present data on the demographic, social,
and medical characteristics of the disabled population over time.
For instance, table 1-31 shows the increase in the receipt of bene-
fits by women, which reflects larger societal trends in female work
force participation. Table 1-31 also indicates the higher levels of
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educational attainment that characterize the present disabled pop-
ulation in comparison to that of 1970.

TABLE 1-29.—DISABILITY CASES PENDING AND WAITING TIMES, 1988-96

[Cases pending and weeks of work on hand at State disability determination services]

Fiscal year Total cases pending at ~ Weeks of work on

end of year hand
T988 ..o 407,000 8.4
1989 oot 479,000 9.8
1990 oot 538,000 11.1
L1991 s 693,000 13.3
1992 e 725,000 12.0
1993 et 717,000 10.7
T994 e 721,000 10.4
1995 et 590,000 8.4
1996 oot 702,000 9.8

Source: National Council of Disability Determination Directors.

TABLE 1-30.—NUMBER AND PERCENTAGE OF OASDI RECIPIENTS AND AVERAGE
BENEFITS BY AGE, SEX, AND MARITAL STATUS, DECEMBER 1996

[Based on a 10-percent sample]

Percent Average Percent of
Beneficiaries Number of total  onthly  total bene-
(thousands) - bene benefit fits
Retired WOTKErS ....veeeeeeeeeeeeseseseeeeenn 26,898 61.5 $745 68.1
Retired men ..o 14,011 32.0 838 39.9
Retired women .......cccocoveeeeviccnnene 12,887 29.5 644 28.2
Disabled WOTKErS .......cuveeeeeeeeeeeceeeee. 4,386 10.0 704 10.5
Disabled Men ......cocceovveevevieiiens 2,644 6.0 788 7.1
Disabled women ........cocooeveveueunnee. 1,741 4.0 577 3.4
Spouses of retired workers ..o 2,970 6.8 384 3.9
Wives of retired workers ................ 2,941 6.7 385 3.8
Wives with entitled children ........... 68 0.2 277 0.1
Wives age 62 and over without en-
titled children .......cooooevvveeeene. 2,872 6.6 388 3.8
Husbands of retired workers .......... 30 0.1 226 O]
Spouses of disabled workers ................... 224 0.5 171 0.1
Wives of disabled workers .............. 218 0.5 173 0.1
Wives with entitled children ........... 167 0.4 147 0.1
Wives age 62 and over without en-
titled children .......ccccovevvvvivvennee 52 0.1 256 (1)
Husbands of disabled workers ....... 5 (1) 125 O]
ChiIldren .o 3,803 8.7 357 46
Children of retired workers ............. 443 1.0 337 0.5
Minor children (age 0-17) ... 242 0.6 303 0.2
Student children (age 18 and
19) e 11 (1) 375 (1)
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TABLE 1-30.—NUMBER AND PERCENTAGE OF OASDI RECIPIENTS AND AVERAGE
BENEFITS BY AGE, SEX, AND MARITAL STATUS, DECEMBER 1996—Continued

[Based on a 10-percent sample]

Percent

Average Percent of
Beneficiaries Number of total monthl total bene-
thousands) - bene- herer i

Disabled children (age 18
and oVer) ......cocoeoveeeeeeennnn. 190 0.4 378 0.2
Children of deceased workers ........ 1,898 43 487 3.1
Minor children (age 0-17) .... 1,391 3.2 478 2.3

Student children (age 18 and

19) e 52 0.1 561 0.1

Disabled children (age 18
and oVer) ......cocoeoveeeeeeennnn. 454 1.0 506 0.8
Children of disabled workers .......... 1,463 3.3 194 1.0
Minor children (age 0-17) .... 1,377 3.1 188 0.9

Student children (age 18 and

19) e 33 0.1 295 (1)

Disabled children (age 18
and OVer) ......cocoecveeeevennnn. 53 0.1 282 0.1
Widowed mothers and fathers ................. 242 0.6 515 0.4
Widowed mothers ........ccocevvvveevenene, 231 0.5 520 0.4
Widowed fathers ........ccccoevvvvevnnnns 11 (1) 416 (1)
Widows and widowers (nondisabled) ...... 5,028 11.5 707 12.1
Widows (nondisabled) ...........c........ 4,990 114 708 12.0
Widowers (nondisabled) ................. 38 0.1 521 0.1
Widows and widowers (disabled) 182 0.4 471 0.3
Widows (disabled) ................ 178 0.4 474 0.3
Widowers (disabled) .........ccovvvevnnee 4 (1) 318 (1)
Parents total .......ccocoeovveevecceiceeies 4 (1) 614 O]
Special age 72 (primary) .....cccocovveeverenee. 1 (1) 197 O]
Total OASI beneficiaries ............. 37,665 86.1 691 88.4
Total DI beneficiaries ................. 6,072 13.9 561 11.6
Total OASDI beneficiaries ........... 43,737  100.0 673 100.0

1less than 0.5 percent.
Note.—Columns may not add due to rounding.

Source: Office of Research, Evaluation, and Statistics, Social Security Administration.
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SOCIAL SECURITY FINANCING

CURRENT Law

Financing for OASDI Programs, as well as for the hospital insur-
ance (HI) part of Medicare, is provided primarily by taxes levied on
wages and net self-employment income. These taxes often are re-
ferred to as FICA and SECA taxes (Federal Insurance Contribu-
tions Act and Self-Employment Contributions Act, respectively).
More than 95 percent of the work force, or an estimated 147.9 mil-
lion workers in 1997 (of whom 3.3 million pay only HI taxes), is
required to pay FICA or SECA. The FICA tax is paid equally by
both employees and employers; the SECA tax is paid by the self-
employed.

Both taxes have three components: OASI, DI, and HI. The FICA
tax was first levied in 1937 at a rate of 1 percent each for the em-
ployee and employer on earnings up to $3,000 a year. In 1998, the
rate is 7.65 percent of which 6.2 percent goes to OASDI and 1.45
percent goes to HI. The SECA rate for the self-employed is 12.4
percent for OASDI and 2.9 percent for HI. The OASDI rate is lev-
ied on earnings up to $68,400 (up from $65,400 in 1997); the earn-
ings level rises annually at the same rate as average wages in the
economy. For the HI portion, all earnings are taxable. The three
programs also receive interest income on securities recorded to its
trust funds, income taxes levied on Social Security benefits, and in-
come from various other minor sources.

Most income to the system goes out directly to meet current ben-
efit obligations. Any funds collected in excess of the amount needed
to make benefit payments are credited to the OASI and DI Trust
Funds as reserves, in the form of government securities. These re-
serves serve as a cushion against temporary shortfalls in revenues
or large increases in outlays due to economic fluctuations. The
trust funds also are credited with interest income. Social Security
benefit outlays are drawn against the trust funds and are made
under a permanent appropriation provided for in the Social Secu-
rity Act. Administrative expenses also are charged against the
trust funds, but are subject to an annual limitation set by appro-
priations acts.

Before 1984, self-employed workers paid a tax rate which was
less than the combined employee-employer rate. Effective in 1984,
self-employed workers began to pay Social Security taxes that were
equivalent to the combined employer-employee rate and to receive
a partial credit against that tax through 1989. Effective in 1990
and thereafter, the credit was replaced with a system designed to
achieve parity between employees and the self-employed. Under
this system:

—The base of the self-employment tax is adjusted downward to
reflect the fact that employees do not pay FICA tax on the
value of the employer’s FICA tax. The base is equivalent to net
earnings from self-employment (up to the taxable wage base),
less 7.65 percent, and

—A deduction is allowed for income tax purposes for half of
SECA liability, to allow for the fact that employees do not pay
income tax on the value of the employer’s FICA tax.
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Tables 1-33, 1-34, 1-35 and 1-36 show FICA and SECA tax
rates (in percent), taxes (in dollars), and taxable earnings bases,
both past and future. Table 1-37 shows categories of workers ex-
empt from FICA and SECA taxes.

TABLE 1-33.—FICA AND SECA TAX RATES, SELECTED YEARS 1937-2000

[In percent]

Rate paid by employee and employer Self- Maximum

Calendar year employed taxable

0ASI DI 0ASDI HI Total rate earnings
1937 10 e s 1.0 $3,000
1950 . LS 30 3,000
1960 ..o 3.0 025 275 .. 3.0 45 4,800
1970 e 365 055 420 060 48 6.9 7,800
1980 oo 452 056  5.08 1.05 6.13 8.1 25,900
1990 .o 5,60 0.60 6.20 145  7.65 15.3 51,300
1995 e, 526 094 6.20 145  7.65 153 161,200
1996 oo 526 094 6.20 145  7.65 1563 162,700
1997 535 0.85 6.20 145 7.65 15.3 165,400
1998 oo 535 0.85 6.20 145  7.65 15.3 68,400
1999 535 0.85 6.20 145  7.65 153 (2)
2000 oo 530 090 6.20 145  7.65 153 (2)

1 0ASDI; no limit (HI).
2Not yet determined for OASDI; no limit (HI).

Note.—Until 1991 the maximum taxable earnings for HI were the same as for OASDI. In 1991, 1992,
and 1993 maximum taxable earnings were $125,000, $130,200, and $135,000 respectively, with no limit
after 1993. Only 92.35 percent net self-employment earnings are taxable and half of the SECA taxes so
computed is deductible for income tax purposes.

Source: Congressional Research Service.

TABLE 1-34.—FICA AND SECA TAX PAYMENTS FOR AVERAGE AND HIGH EARNERS,
SELECTED YEARS 1950-97

Annual tax payments

Calendar year Average earner ! High earner!
FICA! SECA?2 FICAY SECA?

$45 .

144 $216

374 538

1,588 2,098

6,787 10,768

205,699 314,144

6,955 11,042

1Employee share only for FICA column. Average earner means someone who earned average wages
throughout his or her working years (average wages are estimated for 1996 and 1997). For years before
1994, high earner means someone who earned the maximum wage level subject to OASDI and HI taxes.
For 1994 onward it is assumed to be someone who earns $200,000 a year.

2Figures in table are net of income tax deduction equal to one half of SECA taxes.

3Includes interest compounded at rates of long-term Treasury issues. Encompasses a hypothetical 44-
year career that began at age 21 and ended at age 65.

Source: Congressional Research Service.
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TABLE 1-35—PAYROLL TAX RATES FOR EMPLOYEES AND EMPLOYERS, 1937-2000

Calondar years OA%IglsgNlage Tax rates (percent) for employer and employee, each

Total OASI DI HI
1937-49 oo, $3,000 1.000 1000 e s
1950 s 3,000 1.500 L500 s s
1951-53 e 3,600 1.500 1500 e e
1954 s 3,600 2.000 2000 s e
195556 ..o, 4,200 2.000 2000 s e
1957-58 .o 4,200 2.250 2.000 0.250 e
1959 s 4,800 2.500 2.250 0250 i,

4,800 3.000 2.750 0.250 ..

4,800 3.125 2.875 0.250 i
4,800 3.625 3.375 0.250 ..
6,600 4.200 3.500 0.350 0.350
6,600 4.400 3.550 0.350 0.500

7,800 4.400 3.325 0.475 0.600
7,800 4.800 3.725 0.475 0.600
7,800 4.800 3.650 0.550 0.600
7,800 5.200 4.050 0.550 0.600

9,000 5.200 4.050 0.550 0.600
10,800 5.850 4.300 0.550 1.000
13,200 5.850 4.375 0.575 0.900
14,100 5.850 4375 0.575 0.900

15,300 5.850 4375 0.575 0.900
16,500 5.850 4.375 0.575 0.900
17,700 6.050 4.275 0.775 1.000
22,900 6.130 4.330 0.750 1.050

25,900 6.130 4.520 0.560 1.050
29,700 6.650 4.700 0.650 1.300
32,400 6.700 4.575 0.825 1.300
35,700 6.700 4.775 0.625 1.300

37,800 7.000 5.200 0.500 1.300
39,600 7.050 5.200 0.500 1.350
42,000 7.150 5.200 0.500 1.450
43,800 7.150 5.200 0.500 1.450

45,000 71.510 5.530 0.530 1.450
48,000 7.510 5.530 0.530 1.450
51,300 7.650 5.600 0.600 1.450
53,400 7.650 5.600 0.600 1.450

55,500 7.650 5.600 0.600 1.450
57,600 7.650 5.600 0.600 1.450
60,600 7.650 5.260 0.940 1.450
61,200 7.650 5.260 0.940 1.450

62,700 7.650 5.260 0.940 1.450
65,400 7.650 5.350 0.850 1.450
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TABLE 1-35.—PAYROLL TAX RATES FOR EMPLOYEES AND EMPLOYERS, 1937-2000—

Continued
Calondar years OA%[;Lgvfge Tax rates (percent) for employer and employee, each
Total OASI DI HI
1998 e 68,400 7.650 5.350 0.850 1.450
1999 (2 7.650 5.350 0.850 1.450
2000— .o, @] 7.650 5.300 0.900 1.450

1The maximum amount of taxable earnings for the HI Program was the same as that for the OASDI
Program for 1966-90; $125,000, $130,200, and $135,000 for 1991-93, respectively; no limit after 1993.
ZIncreases automatically with increases in the average wage index.

Source: Office of the Actuary, Social Security Administration.

TABLE 1-36.—TAX RATES FOR SELF-EMPLOYED INDIVIDUALS, 1980 AND AFTER

Calendar year OASI I 0ASDI Hi Total d(OH‘})SD'
1980 e, 6.2725 0.7775 7.05 1.05 8.10
1981 o, 7.0250 0.9750 8.00 1.30 9.30
1982 o, 6.8125 1.2375 8.05 1.30 9.35
1983 o, 7.1125 0.9375 8.05 1.30 9.35
1984 o, 10.4000 1.0000 11.40 2.60 114.00
1985 e, 10.4000 1.0000 11.40 2.70 114.10
1986—87 .oeeeeeeeen, 10.4000 1.0000 11.40 2.90 114.30
1988—89 ..o, 11.0600 1.0600 12.12 2.90 115.02
1990-93 oo 11.2000 1.2000 12.40 2.90 15.30
1994-96 oo, 10.5200 1.8800 12.40 2.90 15.30
1997-99 oo, 10.7000 1.7000 12.40 2.90 15.30
2000— oo, 10.6000 1.8000 12.40 2.90 15.30

1Tax credits for the self-employed equaled 2.7 percent in 1984, 2.3 percent in 1985, and 2.0 percent
in 1986-89. The tax rate shown is not reduced for these credits. See text for explanation of change in
tax treatment of the self-employed.

Source: Congressional Research Service.

TABLE 1-37.—WORKERS EXEMPT FROM FICA AND SECA TAXES

—State and local government workers participating in alternative retirement systems (HI tax is
mandatory for State and local government workers hired since April 1, 1986).

—Election workers earning $1,000 or less a year (beginning in 1995).

—NMinisters who choose not to be covered, and certain religious sects.

—Federal workers hired before 1984 (the HI portion is mandatory for all Federal workers). !

——College students working at their academic institutions.

—Household workers earning less than $1,100 in 1998, or those under age 18 for whom
household work is not their principal occupation.

—Self-employed workers with annual net earnings below $400.

LElected office holders, political appointees, and judges are mandatorily covered by both OASDI and HI
regardless of when their service began.

Source: Congressional Research Service.
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StaTUs OF OASDI TRUST FUNDS

Summary

Social Security’s financial condition is assessed annually by its
Board of Trustees, comprised of the Secretaries of Treasury (who
is the Managing Trustee), Labor, and Health and Human Services,
the Commissioner of Social Security, and two representatives of the
public. The Board of Trustees’ 1997 Report was released on April
24, 1997. The Congressional Budget Office (CBO) also makes Social
Security projections, the latest of which were released on January
7, 1998. The Trustees’ projections cover a period extending 75 years
into the future, whereas CBO’s projections are only for the next 10
years. For this near-term period, both the Trustees and CBO show
that through the remainder of this decade, and for some period into
the next century, the favorable demographic pattern of a large baby
boom generation at peak earning years, combined with the retire-
ment of the relatively small generation born during the Depression,
should ensure large trust fund reserves. Under the Trustees’ “inter-
mediate” (or moderate) set of assumptions, the annual excess of in-
come over outlays will reach $127 billion by fiscal year 2006, and
the reserve balance of the trust funds will represent 2.4 years’
worth of outgo. [Under CBO’s most recent assumptions, the annual
excess of income over outlays will reach $179 billion by fiscal year
2006.]

Table 1-38 shows both historical and projected operations of the
combined OASI and DI Trust Funds in the short run according to
CBO estimates released in January 1998.

For the long run, the projections are troubling. For a number of
years, the Trustees’ Reports have projected long-range financing
problems for the system. Although their latest report continues to
show a near-term buildup of trust fund reserves, their intermediate
forecast for the next 75 years shows that, on average, Social Secu-
rity expenditures will be 17 percent more than its income. The
trust fund buildup would peak at $2.9 trillion in nominal dollars
in 2018, and then be drawn down as the post-World War II baby
boomers retire (see chart 1-2). The Trustees estimate that by 2015
the DI Trust Fund would be exhausted, and by 2031 the OASI
Trust Fund would be exhausted as shown in table 1-39. On a com-
bined basis the two trust funds would be exhausted in 2029. (The
term “exhausted” is commonly used to indicate that trust fund re-
serves plus payroll taxes and other revenues would be insufficient
to pay all benefits when they are due.)

Background

Social Security taxes flow into the Federal Treasury, with each
program’s share credited to separate trust funds (one for OASI, an-
other for DI). The crediting occurs through the posting of interest-
bearing Federal securities (the interest rate is the same as the av-
erage rate prevailing on outstanding Federal bonds with a matu-
rity of 4 years or longer). When the government receives the
money, it records new securities to the appropriate fund; when it
makes payments, it writes some off. These securities represent obli-
gations that the government has issued to itself. In effect, they are
not assets for the government, but claims against it. Their primary



62

v'L61 0681 [AA [AVA! LA 9Lyl G'8ET 0°0€T g'¢el  C€IT 900T €718 799 609 g9g snjding
9819 1°986 ¢85 ¢'9¢S 7'66Y 0'GLY resy gIEy eIy 8weE 166 €G9E  00SE  8'GEE  96IE 03ino |ejo]
Q) €0 e ejuuanbuing

sueo|
punyaiul 9 sia}
-suiel) Xe] Uo 1saiaqu|

6°€ 6°€¢ 8¢ g€ 8¢ 8¢ g€ L€ 8¢ 8¢ 8¢ L€ 9¢ 'y ge 3jsuel} peoljiey
0 0 ¢0 0 0 ¢0 0 0 ¢0 0 ¢0 €0 ¢0 €0 ¢o o uon
-eJjsiuiwpe finsearg
Sy e [ 0y 6°€¢ 8¢ 9¢ Gt 7'e €€ €t 0¢ 9¢ 9¢ L'C © uopens!
0019 9°LL8 0°LYS 1819 G161 L9y Lvry 6€ct g0y  G'/8E  8TLE  €8GE  EEVE  68CE  CEIE
0918 1'6LL GveEL G969 L9 929 6069 6199 0Ges 1806 L6/ 99y v9T¥ €96  €9LE awoaul [ejol
1841 EGr1 €Eel T'éct 9TIT 6°T0T 1°€6 818 LL 869 A 916§ 6°8Y sy e |ejusu
-ulanogesu
‘[e3oaqng
00 00 00 00 00 00 00 00 00 00 00 00 00 00 0o T 13410
09¢1 761l G601 196 L8 G'6L ¢l 769 065 8¢S 69y Iy G'9¢ €ee ¢'6¢ T 1Sy
06T 6°€l 0°€T I'el [ 701 96 68 €8 'L 'L 69 €9 79 v T aleys
Jafojdwa |esapa
[AA! 091 671 8°€l 6¢1 I'et [ 601 €6 €6 88 69 9 66 LG S}jauaq uo saxe|
‘|ejusLuuIBn0g e
6/99$  86¢98 CT09$ vy LGvS$ L0z s'L6v§  TLLvS  LLGv$ csev$  €L1v$ ozee  G/9e$ TIGE$  oGee T Sanuanay
‘3Loau|
spuny
1Snd1 1QSY0 paulquiod
pajoal pajaal pajaal pajoal pajaal pajaal pajoal pajaal pajoal  payal  payoal  pajasl
-0id -0id -0id -0id -0id -0id -0id -04d -0ud -0id -0id -0id _NM%m _Mm%m _Mm%m
800¢ L£00¢ 900¢ §00¢ 700¢ €00¢ ¢00¢ 100¢ 0002 6661 8661 1661

[sJe|jop Jo suoljjiw uf]

800¢—166T SUYIA T¥ISI4 ONIMNA SANNS LSNYL 10 ANY ISYO A3INIGNOI FHL 40 SNOILYY3HO @3L33r0dd ANV T¥IIMOLSIH—8E-T 318Vl



63

"9013)0 308png |euoissaI3uon :aaIn0s

r'6€C
7'8€0°C
L11TT
Ll
981

£'9¢¢
GeesT
€080
eVl
LYLT

G¢le
8'8/9'T
€168'T
961
8'€91

8961
0GIGT
6TILT
L91
L'€GT

¢ 081
€T19¢'T
STYST
WAl
80vT

€91
6022
Le8e'
911
0°0€T

Gorl
G060'T
092’
€81
¢0cT

¢l
€'0L6

G160
L81
[an

9801
6'8G8

6’196
0'L1
8'G0T

916
%37
L'798
9vI
L'86

0°LL
G're9
GTEL
9€l
1'/8

G'€9
7'L9G
6°0€9
7El
6°L9

10§
6’661
9'6¥9
6v1
616

¢'GE
6'L1Y
421
8'8¢
9TE

79
€91y
Laey
6€—
£09

................ S0U[Eq |
............ s0uefeq [SHO

N

" gouejeg
................ snidins |q
s o dins |SY0

OWa




64
CHART 1-2. SOCIAL SECURITY TRUST FUND ASSETS

2.0

1.5

1.0

0.5

00 00 00
1990 2000 2010 2020 2030 2040

Note.—At end of calendar year, constant 1997 dollars, in trillions.

0.0

Source: Board of Trustees (1997; intermediate assumptions).

TABLE 1-39.—MAXIMUM TRUST FUND RATIOS AND YEAR OF EXHAUSTION FOR THE
OASDI TRUST FUNDS UNDER ALTERNATIVE ASSUMPTIONS

Assumption 0ASI DI Combined

Alternative | (optimistic):
Maximum trust fund ratio (percent) .................. 469 1276 457
Year attained ..........cccooooeveveevvceeeeieceeeeeean 2017 2071 2018

Year 0f XNAUSTION oveeeeeeeeeeeeeeeee et cvreeeieee eveereteais s
Alternative Il (intermediate):

Maximum trust fund ratio (percent) ................... 306 152 265

Year attained ... 2013 2003 2011

Year of exhaustion .......ccocecvvevveiiececeeceeenes 2031 2015 2029
Alternative Ill (pessimistic):

Maximum trust fund ratio (percent) ................... 195 115 175

Year attained ... 2007 1998 2001

Year of exhaustion .......c.cccoeeveevveeeveeeicceeenens 2022 2007 2018

Source: Board of Trustees (1997).
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role is to be reserve “spending authority.” As long as a trust fund
has a positive balance, the Treasury Department is authorized to
make payments owed against it from the Treasury; the fund itself
does not contain actual cash resources to do so.

For more than three decades after Social Security taxes were
first levied in 1937, the system’s income routinely exceeded its
outgo, and its trust funds grew. However, the situation changed in
the early 1970s. Enactment of major benefit increases in the 1968—
72 period was followed by higher inflation and leaner economic con-
ditions than had been expected. Prices rose faster than wages, the
post-World War II baby boom ended precipitously (leading to a
large cut in projected birth rates), and Congress adopted faulty
benefit rules in 1972 that overcompensated new Social Security re-
tirees for inflation. These factors combined to sour the outlook for
Social Security and it remained poor through the mid-1980s.

Before 1971, the balances of the trust funds had never fallen
below 1 year’s worth of outgo. Beginning in 1973, the program’s in-
come lagged its outgo, and the trust funds declined rapidly. Con-
gress had to step in five times during the 1970s and early 1980s
to keep them from being exhausted. Although major changes en-
acted in 1977 greatly reduced the program’s longrun deficit, they
did not eliminate it, and the shortrun changes made by the legisla-
tion were not large enough to enable the program to withstand
back-to-back recessions in 1980 and 1982. A disability bill in 1980
and temporary fixes in 1980 and 1981 were followed by another
major reform package in 1983.

The 1983 changes, along with better economic conditions, helped
alter the picture. Income began to exceed outgo in 1983 and the
trust funds grew substantially. Cumulatively, the changes were
projected to yield $96 billion in surplus income by 1990, and to
raise the trust funds’ balances to $123 billion. The funds actually
were credited with $200 billion in surplus income by 1990, and
their balances reached $225 billion by the end of that year. Under
the Congressional Budget Office January 1998 estimate, surplus
income of $602 billion is projected for the 1994—-2000 period, and
the trust funds’ balances would rise to $967 billion by the begin-
ning of 2001. These assets would be equivalent to 240 percent of
expenditures in 2001 (or almost 2V% years’ worth of benefits).

The longer range picture for Social Security has been worsening
gradually since 1983. By raising Social Security’s age for receiving
full benefits from 65 to 67, subjecting benefits to income taxes, and
making new Federal and nonprofit workers join the system, Con-
gress had attempted in 1983 to eliminate the longrun problem. In
fact, projections made then showed that Congress had stemmed the
red ink, at least on average, for the following 75 years. However,
the average condition of the two trust funds did not represent their
condition over the entire period. The funds were not shown to be
insolvent at any point, but their expenditures were expected to ex-
ceed their income by 2025 and to remain higher thereafter. Simply
stated, 40 years of surpluses were to be followed by an indefinite
period of deficits. With each passing year since 1983, the Trustees’
75-year averaging period has picked up 1 deficit year at the back
end and dropped a surplus year from the front end. This, by itself,
would cause the average condition to worsen. However, in recent
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reports assumptions about birth rates, economic growth, and wages
have been lowered, causing further deterioration in the outlook. A
small long-range deficit appeared in the 1984 report and the gap
has grown larger (with the point of insolvency coming closer) in
subsequent reports.

The Trustees’ April 1997 long-range forecast

The 1997 report showed an average 75-year deficit equal to 17
percent of program income and projected that the trust funds
(viewed on a combined basis) will become insolvent in 2029. These
long-range projections assume that GDP will rise annually at rates
ranging from 2.5 percent in 1996 to 1.3 percent in 2050, wages will
rise at an ultimate rate of 4.4 percent per year, the cost of living
will go up at a 3.5 percent rate, unemployment will average 6 per-
cent, and Social Security benefits will fall in relative terms as the
age at which full benefits are payable rises from 65 to 67 over the
first few decades of the next century. The higher age for full bene-
fits will mean that people retiring in the future at less than age
67 will get less than under the previous age rules. These assump-
tions by themselves would seem to bode well for the system; how-
ever, looming demographic shifts are projected to overwhelm them.

During the next two decades, the 76 million baby boomers born
between 1946 and 1964 will be in their prime productive years, and
the “baby trough” generation of the 1930s Depression will be in re-
tirement. Together, these factors will lead to a stable ratio of work-
ers to recipients. However, as baby boomers begin retiring around
2010, this ratio will erode quickly. By 2025, most of the surviving
baby boomers will be 65 and older. The number of people 65 and
older is predicted to rise by 75 percent, growing from 35 million
today to 61 million in 2025. The number of workers will have
grown from 145 million to 166 million, or by only 15 percent. Con-
sequently, the ratio of workers to recipients will have fallen from
3.3 to 1 today to 2.2 to 1 in 2025 and 2.0 to 1 in 2030. Projected
worker/beneficiary ratios and dependency rates are shown in table
1-40.

Under this forecast, the trust funds (on a combined basis) would
be credited with surplus income until 2018 or so, bringing their
balances to $2.9 trillion. They would decline thereafter and would
be depleted by 2029. However, tax receipts begin lagging outgo
much sooner, in 2012. At that point, the program would have to
rely on the interest credited to its trust funds for part of its income.
Repayment of this interest would have to be funded from general
revenue. In 2019, the principal on the trust funds would begin to
be drawn down. By 2025, $1 out of every $5 of the program’s outgo
would be dependent upon general fund expenditures for interest
payments and the redemption of the government bonds credited to
the trust funds. The government has never defaulted on the securi-
ties it posts to its trust funds, but the magnitude of these potential
claims has prompted many observers to ask where the government
will find the money to cover them. Unless economic and demo-
graphic conditions are better than currently assumed, the govern-
ment will have three basic options: raise other taxes, curtail other
spending, or borrow money from the financial markets. There is
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nothing now in the law that will dictate or determine what the gov-
ernment actually will (or can) do then.

TABLE 1-40.—POPULATION, WORK FORCE, AND OASDI BENEFICIARY DATA AND
DEPENDENCY RATIOS, SELECTED YEARS 1960-2040

Work force measure 1960 1980 2000 2020 2040
Total population (in millions) ........... 190 235 285 328 355
Covered workers (in millions) ........... 73 112 149 166 171
0ASDI beneficiaries (in millions) ...... 14 35 46 69 86
Worker/beneficiary ratio .................... 5.1 3.2 3.3 24 2.0
Aged dependency ratio! .................. 0.173  0.195 0.211 0.275  0.369
Total dependency ratio? ................... 0.904 0.749 0695 0699 0.789

1Ratio of the number of persons aged 65 and over to the number of persons aged 20-64.
2Ratio of the number of persons aged 65 and over plus the number of persons aged under 20, to the
number of persons aged 20-64.

Source: Board of Trustees (1997; intermediate assumptions).

Economists argue that if the surplus taxes projected for the next
15 years were to cause the government to borrow less from finan-
cial markets, more money would be available for investment, which
could lead to greater economic growth. If this happened, extracting
resources from the economy in the future to honor Social Security
claims may be less burdensome. Put another way, if one accepts
the premise that reductions in Federal borrowing today will in-
crease the amount of resources available for investment, then sur-
plus Social Security taxes today could help build a higher economic
base in the future from which to draw the needed resources.

However, surplus Social Security taxes do not necessarily reduce
government borrowing from the markets. Reductions in borrowing
occur when the government reduces its overall deficit, not when
one of its programs generates surplus taxes. Even if economic
growth were enhanced in the coming decades by less government
borrowing, Social Security’s problems would not necessarily be re-
solved. Enhanced economic growth could improve actuarial balance
somewhat if it also improves worker productivity, but not propor-
tionately because higher productivity would likely result in higher
wages, which in turn would lead to larger benefits (see table 1-41).
Further, as their numbers swell, the baby boomers and subsequent
retirees will raise financial demands on all retirement systems, not
only Social Security. The goods and services to be consumed by so-
ciety cannot be stockpiled in advance, and the economy will have
to adjust. Whether this adjustment would be mild or severe is
mostly conjecture.

The 1997 Trustees’ Report projects that Social Security will gen-
erate sufficient tax receipts to cover its commitments during the
next 15 years. The long-range outlook, however, leaves little about
which to be sanguine. The program has a growing 75-year average
deficit. The HI Trust Fund’s problems are more imminent, as insol-
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vency is projected for 2001.7 Resources could be reallocated to HI
from Social Security; however, this would only move Social Secu-
rity’s problems closer. If Social Security and HI are considered to-
gether, their combined expenditures are expected to be higher than
their tax receipts beginning in 1999 and to remain higher there-
after. Their outgo as a percent of the Nation’s payrolls would rise
from 15.2 percent today to 24 percent in 2025, a level that con-
trasts sharply with a combined tax rate that is set now in the law
at 15.3 percent. As a percent of GDP, Social Security and HI outgo
would rise from about 6.4 percent today to 9.9 percent in 2025 (see
table 1-42). Including supplemental medical insurance (SMI) ex-
penditures would raise the Social Security and HI outgo from 7 to
13 percent of GDP. In contrast, the tax receipts and premiums col-
lected to support these programs are projected to hover in the
range of 7-8 percent of GDP throughout the period.

TABLE 1-41.—OASDI INCOME RATE, COST RATE, AND ACTUARIAL BALANCE
PROJECTIONS OVER 25-, 50-, AND 75-YEAR PERIODS !

[As a percentage of taxable payroll]

Ultimate percentage increase in wages 2

Valuation period

39 44 49

Summarized income rate:

25-year: 19972021 .....coevvvevceeieeeere 13.68 13.62 13.57

50-year: 19972046 ......c.ccoevveeeieeerernn. 13.48 13.41 13.34

75-year: 1997-2071 .....ccovvevcerieeeere 13.45 13.37 13.30
Summarized cost rate:

25-year: 19972021 .....ccoovvveeeeeeeeeee 13.68 13.28 12.89

50-year: 1997—2046 .......c.cocoevvveevieerirn. 15.43 14.86 14.30

75-year: 1997-2071 ...ocoovvvreiceeeeeeee 16.20 15.60 14.99
Balance:

25-year: 1997-2021 .....ccocovveveerieeeers +0.00 +0.35 +0.68

50-year: 1997-2046 .......c.coceevvvvevveerrrrennn. —1.95 —1.45 —0.96

75-year: 19972071 ....cvevvveieeeieeeere —2.75 —2.23 —1.69

1Based on intermediate estimates with various real-wage assumptions.

2The first value in each pair is the assumed ultimate annual percentage increase in average wages
in covered employment. The second value is the assumed ultimate annual percentage increase in the
Consumer Price Index. The difference between the two values is the real-wage differential.

Source: Board of Trustees (1997).

These projections are not based on pessimistic economic assump-
tions. A modest but sustained rise in GDP and moderate inflation
and unemployment are assumed as shown in table 1-43. In large
part, the projections hinge on demographic factors that are in place
today—the post-World War II baby boom, the subsequent birth
dearth, and the general aging of society. These projections suggest
that to restore longrun solvency, income needs to be raised or ex-
penditures cut. Beyond possible changes to the programs them-
selves, important unknowns that can alter the outlook include

7As a result of passage of Public Law 105-33, the Balanced Budget Act of 1997, the HI Trust
Fund is projected to be solvent until 2006 or 2007. These changes in the law were passed after
the 1997 Trustees’ Report was issued.
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whether an effective means can be found to rein in the spiraling
cost of medical care generally and whether future technological ad-

vances will propel productivity.

TABLE 1-42.—ESTIMATED COST OF OASDI AND HI PROGRAMS, SELECTED CALENDAR

YEARS 1997-2075

[As percent of gross domestic product]

0ASDI
Calendar year 0ASDI HI al_rllld
Annual cost rates:
1997 e 4.66 1.76 6.41
1998 e 4.65 1.81 6.46
1999 e 4.65 1.86 6.52
2000 . s 4.65 1.92 6.57
2001 s 4.66 1.97 6.63
2002 s 4.67 2.03 6.70
2003 s 4.68 2.08 6.76
2004 s 4.69 2.13 6.83
2005 s 471 2.18 6.89
2000 . e 472 2.23 6.95
2010 s 487 2.43 7.30
2015 s 5.27 2.77 8.04
2020 s 5.80 3.18 8.99
2025 s 6.27 3.61 9.88
2030 s 6.57 4.01 10.57
2035 s 6.64 431 10.95
2080 e 6.56 449 11.05
2045 e 6.50 459 11.08
2000 s 6.50 463 11.13
2005 s 6.58 4.67 11.25
2000 . s 6.64 474 11.39
2005 s 6.67 4.84 11.51
2070 s 6.68 4.96 11.64
2075 s 6.69 5.08 11.77
Summarized cost rates:
19972021 .o, 5.20 2.51 7.71
19972046 ..., 5.71 3.16 8.88
19972071 oo, 5.90 3.50 9.40

Note.—Summarized rates are calculated on the present value basis including the value of the trust
funds in the first year and the cost of reaching and maintaining a target trust fund level of 1 year's

expenditures by the last year. Totals do not necessarily equal the sum of rounded components.

Source: Board of Trustees (1997; intermediate assumptions).
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TABLE 1-43—SELECTED ECONOMIC ASSUMPTIONS, SELECTED YEARS 1960-2075

Average annual percentage change Aver-

Average
in— age Average

Reald—'f qn?gual annugl pzrﬁggﬁtl_

Calendar year Average an- Con- ~ Wase di-nter- unem- age in-

’ Real nual wgage in sumer ferentlalt3 etstA ploytm%nt cregase in

GDP! covered em- Price (percent)  rate rate t labor

ployment Index 2 égﬁ;) (percent) force 6

1960-64 46 3.4 1.2 2.2 3.7 5.7 1.3

1965-69 4.2 6.1 3.9 2.2 5.2 3.8 2.1

1970-74 35 6.6 6.2 0.4 6.7 5.4 2.3

1975 ... —0.6 6.7 9.1 —-24 1.4 8.5 1.9

1976 ... 5.6 8.5 5.7 2.8 7.1 1. 2.4

1977 ... 49 6.8 6.5 0.3 7.1 7.1 2.9

1978 ... 5.0 8.9 1.7 1.2 8.2 6.1 3.2

1979 ... 2.9 10.1 114 -13 9.1 5.8 2.6

1980 ... —-0.3 9.4 134 —4.0 11.0 7.1 1.9

1981 ... 2.5 9.7 10.3 —-0.5 133 1.6 1.6

1982 ... -2.1 6.4 6.0 0.4 12.8 9.7 1.4

1983 ... 4.0 5.0 3.0 2.0 11.0 9.6 1.2

1984 ... 6.8 7.3 3.5 3.8 12.4 1.5 1.8

1985 ... 3.7 47 3.5 1.2 10.8 1.2 1.7

1986 ... 3.0 46 1.6 3.0 8.0 7.0 2.0

1987 ... 2.9 46 3.6 1.0 8.4 6.2 1.7

1988 ... 3.8 5.3 4.0 1.3 8.8 5.5 1.4

1989 ... 3.4 3.9 48 -0.9 8.7 5.3 1.8

1990 ... 1.3 5.1 5.2 —0.1 8.6 5.5 0.7

1991 ... —-1.0 3.0 41 —1.1 8.0 6.7 0.4

1992 ... 2.7 49 2.9 2.0 7.1 1.4 1.2

1993 ... 2.3 2.5 2.8 -0.3 6.1 6.8 0.7

1994 ... 35 3.0 2.5 0.5 7.1 6.1 2.3

1995 ... 2.0 3.9 2.9 1.0 6.9 5.6 0.9

1996 ... 2.5 4.2 2.9 1.4 6.6 5.4 1.2

1997 ... 2.5 4.0 3.2 0.8 6.6 5.4 1.3

1998 ... 2.0 3.2 3.2 0.0 6.7 5.7 0.9

1999 ... 2.0 4.1 3.2 0.8 6.7 5.8 0.9

2000 ... 2.0 43 34 0.9 6.7 5.8 1.0

2001 ... 2.0 43 3.5 0.8 6.6 5.9 1.1

2002 ... 2.0 4.4 3.5 0.9 6.6 6.0 1.0

2003 ... 45 35 1.0 6.6 6.0 0.8

45 35 1.0 6.5 6.0 0.9

45 3.5 1.0 6.4 6.0 0.9

45 3.5 0.9 6.3 6.0 0.9

45 35 1.0 6.2 6.0 0.7

4.4 35 0.9 6.2 6.0 0.2

44 3.5 0.9 6.2 6.0 0.2

44 3.5 0.9 6.2 6.0 0.2

4.4 3.5 0.9 6.2 6.0 0.1

44 3.5 0.9 6.2 6.0 0.1

4.4 35 0.9 6.2 6.0 0.1

44 3.5 0.9 6.2 6.0 0.1

1The real gross domestic product is the gross domestic product, expressed in 1992 dollars.
2The consumer price index is the value of the Consumer Price Index for Urban Wage Earners and Cleri-
cal Workers (CPI-W), averaged over 12 (or 60) months.
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3The real-wage differential is the difference between the percentage increases, before rounding, in (1)
the average annual wage in covered employment, and (2) the average annual Consumer Price Index.

4The average annual interest rate is the average of the nominal rates for special public-debt obligations
issuable to the trust funds.

5Through 2006, the rates shown are unadjusted civilian unemployment rates. After 2006, the rates are
total rates (including military personnel), adjusted by age and sex based on the labor force for 1995, and
averaged over 12 (or 60) months.

6The labor force is the total for the United States (including military personnel), averaged over 12 (or
60) months.

Source: Board of Trustees (1997; intermediate assumptions).

How THE STATUS OF THE TRUST FUNDS 1S MEASURED

In the short range, the financial soundness of each of the trust
funds can be assessed by considering the size of the trust fund bal-
ance in absolute terms, as a percentage of the annual expenditures,
and with reference to whether the balance is growing or declining.
In the long range, the traditional measure of financial soundness
has been the actuarial balance of the system. The actuarial balance
is defined as the difference between the total summarized income
rate and the total summarized cost rate.

Because the Social Security Program has been designed as a con-
tributory system in which those who pay the taxes supporting the
system are considered to be earning the right to future benefits,
Congress has traditionally required long-range estimates of the
program’s actuarial balance and has set future tax rates with a
view to assuring that the income of the program will be sufficient
to cover its outgo. Under current procedures, the long-range actuar-
ial analysis of the cash benefits program covers a 75-year period,
which would generally be long enough to cover the anticipated re-
tirement years of those currently in the work force.

The long-range status of the trust funds is often expressed in
terms of percent of taxable payroll rather than in dollar amounts.
This permits a direct comparison between the tax rate actually in
the law and the cost of the program. For example, if the program
is projected to have a deficit of 2 percent of taxable payroll, the
OASDI tax rates now in the law would have to be increased by 1
percentage point each for employee and employer (a total of 2 per-
cent) in order to pay for the benefits due. Alternatively, the pro-
gram could be brought back into balance by an equivalent reduc-
tion in benefit outgo or by a combination of revenue increases and
outgo reductions. If the program is projected to have a deficit of 2
percent of taxable payroll, and expenditures are projected to be 10
percent of taxable payroll, then, under the given set of assump-
tions, 20 percent (2 divided by 10) of expenditures could not be met
with that tax schedule. In 1997, the total taxable payroll is esti-
mated to be $3.23 trillion. Thus, in 1997 terms, 2 percent of payroll
represented about $65 billion.

Long-range projections are affected by three basic types of fac-
tors: (1) demographic factors, such as rates of fertility, life expect-
ancy, and labor force participation, which determine the number of
workers in relation to nonworking beneficiaries; (2) economic fac-
tors such as unemployment, productivity, and inflation; and (3) fac-
tors specifically related to the Social Security Program, such as
benefit levels, total number of covered workers, and percent of eli-
gible workers drawing early retirement benefits. The actuaries at
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SSA employ three sets of alternative economic and demographic as-
sumptions. Alternative I is based on optimistic assumptions; alter-
native II is based on intermediate assumptions; and alternative III
is based on pessimistic assumptions. Alternative II is considered
the most balanced estimate of long-term solvency and is the most
frequently cited. It is clear that underlying factors cannot be pre-
dicted with any certainty as far into the future as 75 years, and
that long-range projections should not be taken as absolute pre-
dictions of deficits or surpluses in the funds.

Beginning with the 1988 Trustees’ Report, the Social Security
Trustees used an alternative method of determining actuarial bal-
ance. Under the “present value” method, interest earnings on the
fund are more fully recognized. Calculations were based on the
present value of future income, outgo, and taxable payroll by dis-
counting the future annual amounts at an assumed rate of interest.

Traditionally, the Trustees based their conclusion about the long-
range actuarial condition of the program on the “closeness” of the
income and cost rates when averaged over a 75-year period. If the
income rate was between 95 and 105 percent of the cost rate over
this projection period, the system was said to be in close actuarial
balance. The 1991 Trustees’ Report incorporated a more refined
measure of actuarial soundness designed to reveal problems occur-
ring at any time during the 75-year measuring period. The 5-
percent tolerance (i.e., the amount of acceptable actuarial deficit)
was retained in measuring the program’s actuarial soundness for
the 75-year period as a whole, but less tolerance is now permitted
for shorter periods of valuation.

The spread between income and outgo is evaluated throughout
the measuring period in reaching a conclusion of whether close ac-
tuarial balance exists, with the amount of acceptable deviation
gradually declining from 5 percent for the full 75-year period to 0
(or no acceptable deviation) for the first 10-year segment of the
measuring period.

To meet the short-range test of financial adequacy, the reserve
balance at the end of the first 10-year segment must be at or high-
er than 100 percent of annual expenditures, a condition that is con-
sistent with the 10-year segment of the long-range test of close ac-
tuarial balance. The reserve balance also must be expected to reach
that level within the first 5 years and then remain there. Under
this revised limit, if income were at least 95 percent of the cost
level for the 75-year period as a whole, the trust funds still could
be deemed to be out of close actuarial balance if income and outgo
were too small, compared to cost, for shorter segments of the meas-
uring period.

Under these measures, the Trustees concluded in their 1997 re-
port, as they did in their six previous reports, that OASDI is not
in close actuarial balance over the long run. In the long run, in-
come and expenditures are generally expressed as a percentage of
the total amount of earnings subject to taxation under the OASDI
Program. Summarized income and cost rates over the 75-year long-
range period are determined through present-value calculations
and by taking into account actual beginning fund balances and tar-
geted ending fund balances (or reserves) of 100 percent of annual
expenditures.
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Overall, for the period 1997-2071, the difference between the
summarized income and cost rates for the OASDI Program is a def-
icit of 2.23 percent of taxable payroll based on the intermediate as-
sumptions. Therefore, on a combined basis, the OASDI Program is
not in close actuarial balance over the next 75 years. In addition,
the individual OASI and DI Trust Funds are not in close actuarial
balance.

Income from OASDI payroll taxes represents 12.4 percent of tax-
able payroll. Since the tax rate is not scheduled to change in the
future under present law, OASDI payroll tax income as a percent-
age of taxable payroll remains constant at 12.4 percent. Adding the
OASDI income from the income taxation of benefits to the income
from payroll taxes yields a total “income rate” of 12.63 percent.
This rate is estimated to increase gradually to 13.34 percent of tax-
able payroll by the end of the 75-year projection period based on
the intermediate assumptions. The growth is attributable, in part,
to increasing proportions in both the number of beneficiaries and
the amount of their benefits subject to taxation in the future. These
proportions will increase because the income thresholds, above
which benefits are taxable, are fixed dollar amounts, and, as time
goes by, the incomes of more people will exceed them due to the
expected rise in wages and prices.

OASDI expenditures for benefit payments and administrative ex-
penses currently represent about 11.49 percent of taxable payroll.
This cost rate is estimated to remain below the corresponding in-
come rate for the next 15 years, based on the intermediate assump-
tions. However, with the retirement of the 76 million members of
the baby boom generation starting in about 2010, OASDI costs will
increase rapidly relative to the taxable earnings of workers. By
2075 the OASDI cost rate is estimated to reach 19.42 percent
under the intermediate assumptions, resulting in an annual deficit
of 6.07 percent (see table 1-44). Table 1-45 shows estimated trust
fund assets; table 1-46 shows estimated trust fund operations, both
over the long run.

NATURE OF THE SOCIAL SECURITY TRUST FUNDS

Contrary to popular belief, Social Security taxes are not depos-
ited into the Social Security Trust Funds. They flow each day into
thousands of depository accounts maintained by the government
with financial institutions across the country. Along with many
other forms of revenues, these Social Security taxes become part of
the government’s operating cash pool, or what is more commonly
referred to as the U.S. Treasury. In effect, once these taxes are re-
ceived, they become indistinguishable from other moneys the gov-
ernment receives. They are accounted for separately through the
issuance of Federal securities to the Social Security Trust Funds—
which basically involves a series of bookkeeping entries by the
Treasury Department—but the trust funds themselves do not re-
ceive or hold money. They are simply accounts. Similarly, benefits
are not paid from the trust funds, but from the Treasury. As the
checks are paid, securities of an equivalent value are removed from
the trust fund accounts.
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TABLE 1-45.—ESTIMATED TRUST FUND ASSETS, SELECTED CALENDAR YEARS 1997-
2075

[As a percentage of annual expenditures]

Beginning of calendar year 0ASI DI Combined
1997 e 160 108 153
1998 s 173 122 166
1999 e 186 130 178
2000 < e 198 136 189
2001 s 209 145 200
2002 s 220 150 209
2003 e 231 152 219
2004 <o 242 151 228
2000 e 253 147 236
2000 .. 264 140 244
20010 s 298 95 264
2015 s 299 12 252
2020 s 249 0 198
2025 s 162 0 110
2030 50 0 0
2035 0 0 0
2040 0 0 0
2045 0 0 0
2050 0 0 0
2055 0 0 0
2060 0 0 0
2065 0 0 0
2070 0 0 0
2075 0 0 0
Trust fund is estimated to become exhausted in 2031 2015 2029

Note.—The assets for the combined funds for years after a component fund has been exhausted are
shown for illustrative purposes only, since no legal authority exists for interfund borrowing between OASI
and DI. Totals may not add due to rounding.

Source: Board of Trustees (1997; intermediate assumptions).

When more Social Security taxes are received than are spent, the
money does not sit idle in the Treasury, but is used to finance
other operations of the government. The surplus is then reflected
in a higher balance of securities being posted to the trust funds.
Simply put, these balances, like those of a bank account, represent
a promise that, if needed to pay Social Security benefits, the gov-
ernment will obtain resources in the future equal to the value of
the securities.

Are the Federal securities issued to the trust funds the same sort of
financial assets that individuals and other entities buy?

Yes. They earn interest at market rates, have specific maturity
dates, and by law represent “obligations” of the U.S. Government.
But what confuses people is that they often see these securities as
assets for the government. When an individual buys a government
bond, he has established a financial claim against the government.
When the government issues a security to one of its own accounts,
it hasn’t purchased anything or established a claim against some
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other person or entity. It is simply creating an IOU from one of its
accounts to another. Hence, the building up of Federal securities in
the Social Security Trust Fund is not a means in and of itself for
the government to accumulate assets. Federal securities in the
trust fund establish claims against the government for the Social
Security system, but the Social Security system is part of the gov-
ernment. Those claims are not resources the government has at its
disposal to pay future Social Security benefits.

TABLE 1-46.—ESTIMATED OPERATIONS OF THE COMBINED OASI AND DI TRUST FUNDS,
SELECTED CALENDAR YEARS 1997-2075

[Constant 1997 dollars, in billions]

Income

; Interest Total Assets at

Calendar year e;(r]ctlgglsntg income income Outgo end of year
1997 e $407.7 $43.7 $451.3 $370.8 $647.4
1998 v 409.1 47.1 456.2 377.0 706.5
1999 4144 50.4 464.8 384.1 765.1
2000 .o, 420.4 53.8 474.3 390.9 823.5
2001 e, 427.6 57.1 484.8 398.6 882.0
2002 oo, 434.4 60.5 494.9 406.9 940.3
2003 o, 441.3 63.9 505.2 414.9 998.7
2004 oo, 448.6 67.1 515.7 423.9 1056.7
2005 e, 457.2 70.3 527.5 433.0 1115.6
2006 ..o, 464.7 73.3 538.0 442.3 1173.5
2010 e, 497 .4 81.3 578.7 489.0 1378.5
2015 e, 533.1 87.1 620.2 568.1 1484.6
2020 oo, 565.7 77.2 642.9 665.0 1293.5
2025 e, 596.9 44.5 641.3 760.4 717.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0

Note.—Figures are not shown for years after which the combined OASI and DI Trust Funds are esti-
mated to be exhausted. Adjustment from current to constant dollars is by the CPIl. Totals may not add
due to rounding.

Source: Board of Trustees (1997; intermediate assumptions).

What then is the purpose of the trust funds?

Generally speaking, the Federal securities issued to any Federal
trust fund represent “permission to spend.” As long as a trust fund
has a balance of securities posted to it, the Treasury Department
has legal authority to keep issuing checks for the program. In a
sense, the mechanics of a Federal trust fund are similar to those
of a bank account. The bank takes in a depositor’s money, credits
the amount to the depositor’s account, and then loans it out. As
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long as the account shows a balance, the depositor can write checks
that the bank must honor. In Social Security’s case, its taxes flow
into the Treasury, and its trust funds are credited with Federal se-
curities. The government then uses the money to meet whatever
expenses are pending at the time. The fact that this money is not
set aside for Social Security purposes does not dismiss the govern-
ment’s responsibility to honor the trust funds’ account balances. As
long as the trust funds have balances, the Treasury Department
must continue to issue Social Security checks. The key point is that
the trust funds themselves do not hold financial resources to pay
benefits. Rather, they provide authority for the Treasury Depart-
ment to use whatever money it has on hand to pay them.

The significance of having trust funds for Social Security is that
they represent a long-term commitment of the government to the
program. While the funds do not hold “resources” that the govern-
ment can call on to pay Social Security benefits, the balances of
Federal securities posted to them represent and have served as fi-
nancial claims against the government—claims on which the Treas-
ury has never defaulted, nor used directly as a basis to finance
anything but Social Security expenditures.

How does the Social Security Trust Fund differ from the financing
of other government programs?

The Treasury Department maintains accounts for all government
programs. The difference is that many other programs, particularly
those not accounted for through trust funds, get their operating
balances—i.e., their permission to spend—through the annual ap-
propriations process. Congress must pass legislation (an appropria-
tions act) each year giving the Treasury Department permission to
expend funds for them. In technical jargon, this permission to
spend is referred to as “budget authority.” For many programs ac-
counted for through trust funds, annual appropriations are not
needed. As long as their trust fund accounts show a balance of Fed-
eral securities, the Treasury Department has “budget authority” to
expend funds for them.

Another difference is that a trust fund account earns interest,
since it is comprised of Federal securities. In the case of the Social
Security Trust Funds, the interest is equal to the prevailing aver-
age rate on outstanding Federal securities with a maturity of 4
years or longer. This interest is credited to the trust funds twice
a year (on June 30 and December 31) by issuing more securities
to them. So in effect, a trust fund account can automatically build
future “budget authority” for the program, but other accounts, de-
pendent on annual appropriations, cannot.

Does taking Social Security out of the Federal budget change where
the surplus taxes go?

Legislation enacted in 1990 (the Budget Enforcement Act, in-
cluded in Public Law 101-508) removed Social Security taxes and
benefits from the budget and from calculations of the budget defi-
cit. In large part this was done both to prevent Social Security from
masking the size of the deficit and to protect it from budgetary
cuts. Taking Social Security off budget was based on the suppo-
sition that Congress would act differently in trying to achieve
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deficit-reduction targets if Social Security surpluses were not
counted in reaching the budget totals. However, removing Social
Security from the Federal budget does not change where Social Se-
curity taxes go. The Federal budget is not a cash management ac-
count—it is simply a statement or summary of what policymakers
want the government’s financial flows to be during any given pe-
riod. Whether this summary is presented in a unified or frag-
mented form will not in and of itself change how much money is
received and spent by the government, and it will not alter where
Federal tax receipts of any sort go. Social Security taxes will go
into the Treasury regardless of whether the program is counted in
reaching budget totals. Social Security taxes will go elsewhere only
if Congress decides they will go elsewhere.

Are surplus Social Security taxes giving the government more
money to spend?

The fact that surplus Social Security taxes are used by the gov-
ernment to meet other financial commitments does not necessarily
mean that the government has more money to spend than it would
have if these receipts were not available. Decisions about Social Se-
curity funds and the finances of the rest of the government have
never been made in isolation of one another, and those decisions
have had overlapping influences. Past increases in Social Security
taxes may have made it more difficult for Congress to raise other
forms of taxes. For instance, Social Security taxes were raised in
1977 to shore up the program’s financing, but the following year
Congress enacted reductions in income taxes to offset the impact
of these hikes. Similarly, the earned income credit (EIC), which re-
duces income taxes or permits a refundable credit to be paid to low-
income workers, is intended in part to offset the Social Security tax
bite. Hence, other taxes might have taken the place of the surplus
Social Security taxes if Social Security tax rates were lower than
they are now. Therefore, whether these surplus taxes are allowing
the government to spend more is a matter of conjecture.

Are surplus Social Security taxes allowing the government to bor-
row less from the public?

Today, the government is spending more overall than it is taking
in through taxes and covers the shortfall by borrowing money. No
single activity of the government determines the size of this short-
fall. To say surplus Social Security taxes are reducing the amount
that must be borrowed assumes that all other spending and tax-
ation decisions have been made without any regard for Social Secu-
rity’s income and outgo, and vice versa. If increases in Social Secu-
rity taxes over the past decade have caused other taxes to be re-
duced or kept them from rising, such increases may have added lit-
tle to the government’s total revenues. By the same token, when
Social Security taxes are smaller than the program’s spending—as
they were for all but five fiscal years after 1957 and through
1984—it is not clear that this shortfall causes the government to
borrow more than it would otherwise. Government borrowing from
the public is not clearly linked to any particular aspect of what the
government does. It borrows as it needs to, for whatever obligations
it has to meet. Therefore, whether surplus Social Security taxes are
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currently allowing the government to borrow less from the public
than it otherwise would is also a matter of conjecture.

Isn’t there some way to actually save the Social Security surpluses?

Perceiving that surplus Social Security taxes simply give the gov-
ernment more money to spend, people sometimes ask why they
can’t be invested in stocks or bonds. They believe that this would
really save the money for the future.

Actually, the surplus Social Security taxes collected today are not
the means through which the future cost of the system will be met.
Most of today’s taxes are used to cover payments to today’s retir-
ees. In 1997, the system’s taxes will amount to an estimated $408
billion; its expenditures, $371 billion. At their peak in 2011, the
balances of the Social Security Trust Funds are expected to equal
only 224 years’ worth of payments. Thus, the future costs of the
system, as is the case today, will largely be met through future tax-
ation. The promise of future benefits rests primarily on the govern-
ment’s ability to levy taxes in the future, not on the balances of the
trust funds.

The more immediate concern about investing the surplus taxes
elsewhere is that doing so would reduce the government’s revenues.
How would the government make up this loss? What other taxes
would take their place, what spending would be cut—or would the
government simply borrow more money from the financial mar-
kets?

In a sense, the idea of investing surplus Social Security taxes in
private investments is only half a proposal. If the government bor-
rowed money from the financial markets to make up the loss, it
simply would be putting money into the markets with one hand
and taking it back with another. On balance, it would not have
added any new money to the Nation’s pool of investment resources.
If, on the other hand, the government were to reduce its spending
or raise other taxes, it would not have to borrow any new funds (or
it would borrow less than the full amount of Social Security money
it diverted to the markets). This approach presumably would result
in a net increase in savings in the economy. The bottom line is that
it is not simply how surplus Social Security taxes are invested that
determines whether real savings is increased. Rather, it is the
steps that fiscal policymakers take to reduce the government’s
overall draw on financial markets that really matter.

BUDGETARY TREATMENT OF OASDI

Social Security and other Federal programs that operate through
trust funds were counted officially in the budget beginning in fiscal
year 1969. This action was taken administratively by President
Johnson. At the time Congress did not have a budgetmaking proc-
ess. In 1974, with passage of the Congressional Budget and Im-
poundment Control Act (Public Law 93-344), Congress adopted
procedures for setting budget goals through passage of annual
budget resolutions. Like the budgets prepared by the President,
these resolutions were to reflect a “unified” budget that included
trust fund programs such as Social Security.

Financial problems confronting Social Security and concern over
its growing costs led to enactment of a number of benefit changes
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in 1977, 1980, 1981, and 1983. However, because the Federal budg-
et deficit remained large, interest in curbing Social Security spend-
ing continued. This consideration of Social Security constraints led
to concerns that changes in Social Security were being proposed for
budgetary purposes rather than programmatic ones. In response,
measures were enacted in 1983, 1985, and 1987 making the pro-
gram a more distinct part of the budget and permitting floor objec-
tions (points of order) to be raised against budget bills containing
Social Security changes.

Later in the decade, when Social Security surpluses emerged,
critics argued that the program was masking the size of budget
deficits. In response, Congress in 1990 excluded Social Security
from calculations of the budget and largely exempted it from proce-
dures for controlling spending (Omnibus Budget Reconciliation Act
of 1990, Public Law 101-508). By these actions, however, Congress
excluded Social Security from procedural constraints designed to
discourage measures that would increase deficits. Concerned that
this change would encourage Social Security spending increases
and tax cuts that could weaken Social Security’s financial condi-
tion, Congress also included provisions permitting floor objections
to be raised against bills that would erode the balances of the So-
cial Security Trust Funds. A more detailed explanation of budget
and procedural rules affecting Social Security follows.

Table 1-47 shows projected budget surpluses and deficits with
and without Social Security.

TABLE 1-47.—PROJECTED BUDGET SURPLUSES AND DEFICITS ! WITH AND WITHOUT
SOCIAL SECURITY, 1997-2008

[By fiscal year, in billions of dollars]

With Social Without Social

Year Security Security

+$8 —$73
+9 -92
+2 —111
+1 —122
+13 —116
+67 —71
+53 —-95
+70 —88
+75 -9
+115 —64
+130 -59
+138 -59

1Surpluses are depicted with +, deficits with —.
Source: Congressional Budget Office, March 1998 baseline projections.
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CURRENT BUDGET RULES PERTAINING TO SOCIAL SECURITY

Two key elements of the budget process are explicit dollar limits
on discretionary spending (mostly for programs requiring annual
appropriations) and a “pay-as-you-go” rule that requires that in-
creases in direct spending (mostly for entitlement programs) and/
or cuts in revenues must be offset by other changes so as not to
increase the deficit. Originally written to cover the period from fis-
cal years 1991 to 1995, these budget rules apply through fiscal year
1998 (as a result of provisions in the Omnibus Budget Reconcili-
ation Act of 1993—Public Law 103-66). If the explicit spending lim-
its or “pay-as-you-go” rules are violated during this period, the
President may be required to sequester funds (i.e., cut spending).
By law, Social Security is not to be included in these calculations
and is exempt from any potential sequestration, with the exception
of administrative expenses (which are counted as discretionary
spending). Table 1-48 shows total OASDI administrative expenses,
and administrative expenses as a percentage of benefit payments.
The law further permits floor objections to be raised against budget
bills (so-called “reconciliation” bills) that contain Social Security
measures.

TABLE 1-48.—NET ADMINISTRATIVE EXPENSES AND ADMINISTRATIVE EXPENSES AS A
PERCENTAGE OF BENEFIT PAYMENTS, FISCAL YEARS 1992-96

[Dollars in billions]

Administrative expenses as a percentage

Total ad- of benefit payments paid from
Fiscal year ministrative
expenses OASI Trust DI Trust Combined
Fund! Fund! funds !
$2.668 0.7 2.8 0.9
2.955 0.8 2.8 1.0
2.896 0.7 2.8 0.9
2.870 0.6 2.1 0.9
2.862 0.6 2.5 0.8

Source: Office of the Actuary, Social Security Administration.

CURRENT HOUSE AND SENATE PROCEDURAL RULES TO PROTECT
SOCIAL SECURITY’S FINANCIAL CONDITION

Under the budget rules that existed before 1991, Social Security
was included in calculations of the budget deficit. This rule had the
effect of potentially thwarting attempts to expand Social Security
benefits or cut taxes if such attempts were not accompanied by
measures to offset the cost or revenue loss. Floor objections could
be raised against such actions if they violated the budget totals or
allocations. If measures that raised benefits or cut taxes were en-
acted, other programs were potentially threatened with sequestra-
tion because the deficit would be made larger. The old process im-
posed the same fiscal discipline on Social Security as applied to
other programs. Since Social Security is now exempt from the
budget limits (except its administrative expenses), these fiscal con-
straints no longer apply. In their place are rules intended to make



82

it difficult to bring up measures for a vote that would weaken the
program’s financial condition. These procedural rules are some-
times referred to as the Social Security “firewall” provisions.

In the House, a floor objection can be raised against a bill that
proposes more than $250 million in Social Security spending in-
creases or tax cuts over 5 years (counting the fiscal year it becomes
effective and the following 4 years) unless the bill also contains off-
setting changes to bring the net impact within the $250 million
limit. Costs of prior legislation that fall within the 5-year period
must be counted. An objection also can be raised against a measure
that would increase long-range (75-year) average costs or reduce
long-range revenues by at least 0.02 percent of taxable payroll.

In the Senate, budget resolutions must include separate amounts
for Social Security income and outgo for the first year and 5-year
period covered by the resolution (i.e., separate from the budget to-
tals). These amounts cannot cause the balances of the Social Secu-
rity Trust Funds to be lower than projected under current law.
Measures that would do so are subject to an objection, which can
be overridden only by a vote of three-fifths of the Senate. Once the
resolution is enacted, subsequent measures that on balance would
cause Social Security outlay increases or revenue reductions are
also subject to objection, which again can be overridden only by a
three-fifths vote.

BUDGETARY TREATMENT OF ADMINISTRATIVE EXPENSES

The costs of administering the Social Security Retirement and
Disability Programs are financed from the Social Security Trust
Funds, subject to annual appropriations. Traditionally these costs
are low, now comprising less than 1 percent of annual benefit pay-
ments (see table 1-48). During fiscal year 1996, they amounted to
$2.9 billion.

These trust-fund-financed administrative funds comprised about
50 percent of the Social Security Administration’s fiscal year 1996
administrative budget. The agency received another 16 percent
from the Medicare Trust Funds, as well as 34 percent from general
revenues for administration of the Supplemental Security Income
Program. SSA’s total 1996 administrative budget was $5.3 billion
(excluding the special appropriations for disability processing, auto-
mation investments, funding for additional continuing disability re-
views, and funding for the Office of the Inspector General).

Social Security benefit payments were taken off budget as pro-
vided by the Budget Enforcement Act (BEA) of 1990. The BEA spe-
cifically exempts certain programs from the discretionary spending
cap, but not SSA’s administrative expenses.

LEGISLATIVE HISTORY

(For a description of legislative changes made in the 95th—102d
Congresses, refer to the 1996 Green Book.)

CHANGES IN THE 103D CONGRESS

The Omnibus Budget Reconciliation Act of 1993 (Public Law
103—-66) made the following tax changes relating to Social Security
and Medicare:
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Increased taxation of benefits

Made up to 85 percent of Social Security benefits subject to the
income tax for recipients whose income plus one-half of their bene-
fits exceed $34,000 (single) and $44,000 (couple).

Eliminated maximum taxable earnings base for HI
Subjected all earnings to the HI tax, effective in 1994.

The Social Security Administrative Reform Act of 1994 (Public
Law 103-296) made significant administrative and program
changes:

Independent agency

Established the Social Security Administration as an independ-
ent agency, effective March 31, 1995.

Substance abusers

Restricted DI and SSI benefits payable to drug addicts and alco-
holics by creating sanctions for failing to get treatment, limiting
their enrollment to 3 years, and requiring that those receiving DI
benefits have a representative payee (formerly required only of SSI
recipients).

The Social Security Domestic Reform Act of 1994 (Public Law
103-387):

Domestic workers

Raised the threshold for Social Security coverage of household
employees from remuneration of $50 in wages a quarter to $1,000
a year.

Disability Insurance Trust Fund financing

Reallocated a percentage of taxes from the OASI fund to the DI
fund (see table 1-35).

Barred benefit payments to the criminally insane

Extended the prohibition against benefit payments to prisoners
to those in public institutions who committed serious crimes but
are found not guilty by reason of insanity, or incompetent to stand
trial.

CHANGES IN THE 104TH CONGRESS

Summary of major provisions of the “Senior Citizens’ Right To
Work Act of 1996” (Incorporated into Public Law 104-121, the Con-
tract With America Advancement Act of 1996):

Establishment of a continuing disability review (CDRs) authoriza-
tion

An authorization to provide additional administrative funding to

enable the Social Security Administration to increase CDRs is cre-

ated. Amounts spent for CDRs above the already assumed base

funding levels are not subject to the discretionary spending caps

through fiscal year 2002. SSA must report annually on CDR ex-
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penditures and savings to the Social Security, Supplemental Secu-
rity Income, Medicaid and Medicare Programs.

Increase in the Social Security earnings limit

Gradually raised the earnings limit for those between age 65 and
70 to $30,000 by the year 2002, phased in over 7 years as follows:

Year Prior law New law

$11,520 $12,500
$11,880 $13,500
$12,240 $14,500
$12,720 $15,500
$13,200 $17,000
$13,800 $25,000
$14,400 $30,000

Senior citizens between full retirement age (currently age 65)
and 70 who earn over the given earnings limit continue to lose $1
in benefits for every $3 earned over the new limit. After 2002, the
annual exempt amounts are indexed to growth in average wages.
The substantial gainful activity (SGA) amount applicable to indi-
viduals under 65 who are eligible for disability benefits on the
basis of blindness is no longer linked to the earnings limit amount
for those now age 65 to 69. As under prior law, this SGA amount
continues to be wage-indexed in the future, and is projected to rise
to $14,400 by 2002.

Entitlement of stepchildren to child’s benefits based on actual de-
pendency on stepparent support

Benefits are payable to a stepchild only if it is established that
the stepchild is dependent upon the stepparent for at least one-half
of his or her financial support. In addition, benefits to the stepchild
are terminated if the stepchild’s natural parent and stepparent are
divorced. The dependency requirement is effective for stepchildren
who become entitled or reentitled to benefits 3 months after March
1996. In cases of a subsequent divorce, benefits to stepchildren ter-
minate 1 month after the divorce becomes final. Stepparents are
required to notify SSA of the divorce. In addition, SSA is required
to notify annually those potentially affected by this provision.

Denial of benefits based on disability to drug addicts and alcoholics

An individual is not considered disabled for purposes of entitle-
ment to cash Social Security and Supplemental Security Income
disability benefits if drug addiction or alcoholism is the contribut-
ing factor material to his or her disability. Individuals with drug
addiction or alcoholism who have another severe disabling condi-
tion (such as AIDS, cancer, cirrhosis) can qualify for benefits based
on that disabling condition.

If a person qualifying for benefits based on another disability is
also determined to be an alcoholic or drug addict incapable of man-
aging his or her benefits, a representative payee will be appointed
to receive and manage the individual’s checks. Recipients who are
unable to manage their own benefits as a result of alcoholism or
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drug addiction will be referred to the appropriate State agency for
substance abuse treatment services. For each of 2 years beginning
with fiscal year 1997, $50 million is authorized to fund additional
drug (including alcohol) treatment programs and services. Individ-
uals entitled to benefits before the month of enactment continue to
be eligible for benefits until January 1, 1997.

Benefit and contribution statement pilot

Requires the Commissioner of Social Security to conduct a 2-year
pilot study, beginning in 1996, of the efficacy of providing individ-
ual benefit and contribution information to recipients of old-age
and survivors insurance benefits.

Protection of Social Security and Medicare Trust Funds

Codifies Congress’ understanding of present law that the Sec-
retary of the Treasury and other Federal officials are not author-
ized to use Social Security and Medicare funds for debt manage-
ment purposes.

Personal Responsibility and Work Opportunity Reconciliation Act of
1996 (Public Law 104-193)

Denial of benefits to those unlawfully present in the United
States.—Prohibits payment of Social Security benefits to any non-
citizen in the United States who is not lawfully present in the
United States, unless the payment is made pursuant to a total-
ization agreement or treaty obligation.

Omnibus Consolidated Rescissions and Appropriations Act of 1996
(Public Law 104-134)

Mandatory electronic funds transfers.—Provides that Federal
payments, including Social Security and Supplemental Security In-
come benefits payable beginning after July 1996 to persons with
bank accounts, must be paid by electronic funds transfer (EFT). All
recurring Federal payments made after January 1, 1999 will be
made by EFT, except that the Secretary of the Treasury may waive
the requirement under certain circumstances.

Debt collection.—Provides Social Security Administration with
permanent debt collection authorities, including administrative off-
set of other Federal benefit payments, offset of Federal salaries, re-
porting of delinquent debt to credit bureaus, use of private collec-
tion agencies, and assessment of late charges.

CHANGES IN THE 105TH CONGRESS

Summary of major provisions of the Revenue Reconciliation Act of
1997 (incorporated into Public Law 105-34)

Expanded SSA records for tax collection.—Provides that, for an
application for a Social Security number (SSN) for a person under
age 18, SSA must collect the SSNs of each parent, in addition to
currently required evidence of age, identity, and citizenship, and
share this information with the Internal Revenue Service for ad-
ministration of tax benefits based on support or residency of a
child.
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Exclusion of termination payments made to insurance sales-
men.—Payments made to a self-employed insurance salesman after
his agreement to work for the insurance company has terminated
are excluded from Social Security coverage if: he performed no ad-
ditional work for the company in that taxable year; he entered into
a covenant not to compete with the company; and the amount of
the payment was based entirely on the policies he sold during the
last year of the agreement which remain in force and not on his
length of service or overall earnings from the company.

APPENDIX

RELATIONSHIP OF TAXES TO BENEFITS FOR SOCIAL SECURITY
RETIREES: ILLUSTRATIONS OF THE AMOUNT OF TIME IT TAKES To
RECOVER THE VALUE OF TAXES PAID, PLUS INTEREST

The issue of the relative value of Social Security benefits, com-
pared to the value of the payroll taxes paid to earn those benefits,
is often brought up in discussions of the nature of the program.
This comparison is complex and involves many judgments, and is
not easily answered with general aggregate numbers. In addition
to all the technical factors that must be addressed, the nature of
the Social Security law complicates such computations. Not only do
analysts disagree on the proper techniques to use in making cal-
culations, there are often fundamental disagreements involving
subjective factors: what work patterns to use; what part of the So-
cial Security tax to count; whether to include the employer’s share
of the tax; and what rate of interest to use.

This analysis seeks to avoid judgmental conclusions by providing
a range of illustrations that vary these subjective factors. It does
not evaluate the “moneysworth” of Social Security (answering
whether recipients get a good deal from their investment), nor does
it provide an “actuarial analysis” of how whole age cohorts fare.
Rather, it simply presents illustrations of the amount of time it
takes, and is projected to take, to recover the value of taxes paid
plus interest (see table 1-52). The illustrations represent a range
of possible payback times, depending on variations in the assump-
tions used. In this way, no conclusions are made—but the illustra-
tions allow readers to make their own judgments.

Many things complicate any determination of the relationship of
benefits to taxes for future retirees. For example, although Social
Security tax rates and benefit formulas are set by law, they are not
immutable. Since Congress has modified taxes and benefits many
times since the beginning of the program, it is clearly inconsistent
with the program’s history to calculate taxes and benefits into the
future on the assumption that these key elements will not change.
There is little doubt they eventually will be altered, as it is pro-
jected that demographic phenomena will cause the program’s pro-
jected outgo to outstrip its resources significantly 33 years from
now. Higher taxes or benefit cuts would be necessary, at that point
or before, if the self-supporting character of the program is to be
continued. These changes obviously would affect the relationship of
taxes to benefits. However, the nature of future changes is un-
known, whereas current law is a given. Therefore, in order to as-
sess the relationship of future taxes and benefits, this analysis uses
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calculations that are useful in presenting possible outcomes of poli-
cies currently incorporated in the law.

Calculations of the relationship of benefits to taxes for future re-
tirees involve many key factors. The rate of Social Security tax-
ation is set by law. The portion of the tax that provides cash bene-
fits (Old-Age, Survivors, and Disability Insurance, or OASDI) to
employees is 6.2 percent. However, the old-age and survivors insur-
ance portion of the tax, currently 5.35 percent, and from which re-
tirement benefits are paid, is scheduled to drop to 5.3 percent in
2000 and remain level thereafter. The tax rate applies to earnings
up to a maximum amount. The “maximum taxable earnings” is
$65,400 in 1997 but will rise in the future at the same rate as av-
erage wages in the economy. Therefore, the amount of Social Secu-
rity taxes an employee will pay under current law is a direct func-
tion of her earnings. If one knows the amounts of an individual em-
ployee’s earnings, and what the maximum taxable earnings are
each year, the amount of tax paid is easily calculated.

Future initial benefit amounts are also in part a function of one’s
earnings. Benefits are computed at first eligibility (age 62 for re-
tirement) by a method that indexes both earnings over the worker’s
career and the benefit formula to changes in average wages in the
economy. After age 62, benefits rise in tandem with the cost of liv-
ing. As these factors are unknown, future benefit amounts cannot
be predicted with certainty.

Further complicating the issue is the nature of the program. As
a “social insurance” program, Social Security has both social and
insurance goals. The social-goal features provide a design that de-
liberately gives a better return on taxes to some workers than to
others. For example, the basic formula for calculating Social Secu-
rity benefits is tilted to replace a higher proportion of earnings for
low-paid workers. Also, a complex array of dependents’ benefits is
available at no additional cost for workers with families.

As with insurance, the exact relationship of Social Security bene-
fits received to total taxes paid cannot be predicted for each and
every worker. Thus, workers who die before or shortly after retire-
ment and leave no survivors may collect only a few dollars in bene-
fits or perhaps none at all. Other workers may collect Social Secu-
rity benefits for many years after retirement and receive benefits
substantially greater than the value of their Social Security taxes.
Workers who become disabled or die at an early age might have
paid relatively little in Social Security taxes, but they or their fami-
lies may receive benefits for many years, recovering the value of
the worker’s taxes many times.

There really is no “typical” Social Security beneficiary with a
“typical” work history. An “average” benefit can be the result of
many different work histories and thus be based on different
amounts of taxes paid. For example, because the benefit formula
does not require that all earnings be used in the benefit computa-
tion, workers with gaps in their earnings history may receive the
same benefits as other workers, but pay less in total taxes.

Nevertheless, models can produce projections of future benefits,
based on assumptions about wage and price growth, for workers
with designated work histories and characteristics. This analysis
makes such projections using several common assumptions about
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illustrative workers. It assumes that each worker retires at age 65
in January of the designated year after having worked full time in
employment covered by Social Security beginning at age 21. Simi-
larly, all the illustrations reflect three lifetime earnings patterns—
workers who always earned either (1) the Federal minimum wage;
(2) a wage equal to Social Security’s “average wage series”; or (3)
a wage equal to the maximum amount creditable under Social Se-
curity.

These work histories and characteristics are necessarily arbi-
trary. Many variations could be constructed that would alter the
payback times. However, by comparing similar examples of work-
ers in what may be considered illustrative situations one may
make a number of observations without having to resolve all the
judgmental questions concerning what constitutes a typical worker
or having to provide a voluminous array of illustrations.

Calculations are based on the alternative II (intermediate) as-
sumptions of the 1997 Social Security Trustees’ Report to forecast
wage and price growth. Under these assumptions, wages grow for
most of the projected period by 4.4 percent a year, prices by 3.5
percent.

Although using common assumptions and focusing on certain ex-
amples allows comparisons across generations, there are other fac-
tors that can be varied depending on one’s view of the Social Secu-
rity system. Among these is whether to count the employer’s share
of the payroll tax. There is some disagreement concerning who
really bears the burden of the Social Security tax paid by employ-
ers. Some say that employees pay for the employer’s share of the
tax in the form of foregone wages. Others maintain that employers
are actually paying for income maintenance protection that they
would have to pay for anyway in one form or another in the ab-
sence of the Social Security Program, and that they absorb part of
it and pass the rest along to the general public in the form of high-
er prices. This analysis does not attempt to resolve this debate, but
rather presents examples using both assumptions.

Another variable subject to the reader’s judgment is the propor-
tion of the Social Security tax to apply to retirement benefits. The
payroll tax consists of three elements—old-age and survivors insur-
ance (OASI), disability insurance (DI), and hospital insurance (HI).
Because the DI and HI Programs have earmarked taxes, their own
trust funds, and designated tax rates specified in the law, they are
clearly and easily excludable from computations of taxes that pay
for retirement benefits. OASI taxes pay for survivor as well as re-
tirement benefits, and it would be inconsistent to include taxes
that pay for survivor benefits on the tax side, but not include the
value of survivor benefits on the benefit side, in computing payback
times. However, there is no separate allocation of taxes in the law
for survivor or old-age benefits. It is possible to derive hypothetical
year-by-year tax allocations for old-age benefits by assuming that
such taxes would be in the same proportion to OASI tax rates as
old-age benefits are to OASI benefits for each year. The Social Se-
curity Administration’s actuaries have year-by-year projections of
these benefits and this analysis uses them to compute taxes attrib-
utable solely to old-age benefits.
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A problem with this approach is that the survivor portion of the
tax cannot so easily be assigned to a benefit. While the DI and HI
taxes protect against risks that really do not involve an element of
choice—every worker could become too disabled to work or suffer
illness in old age—there is an element of choice in whether a work-
er has dependents. Nevertheless, the worker still must pay the full
OASI tax. An unmarried childless worker can maintain that it is
inaccurate to say that only the old-age portion of the OASI tax
should be used to compute the payback times of his retirement ben-
efit when he is forced to pay a tax (the survivor portion of the
OASI tax) for which he can derive no benefit. Also, it can be as-
serted that this approach understates the value of the accumulated
taxes because it does not take account of the subsidy provided by
workers who die before reaching retirement. However, such a sub-
sidy is theoretical, whereas the illustrations refer to individuals
who in fact have survived to retirement age and use the tax they
actually would have paid. Because Social Security taxes are ad-
justed periodically to take account of current and projected pro-
gram experience, it can reasonably be assumed that any subsidy ef-
fect is reflected in the rate of the OASI tax. Again, this analysis
does not resolve the argument of whether to count the survivor por-
tion of the OASI tax. It simply shows both ways of computing the
relationship of benefits to taxes.

Of course, any calculation of such a relationship is heavily de-
pendent on the interest rate assumptions used. The value of taxes
over time is equivalent to their worth if invested. However, the
amount of interest is not easily determinable. Were the value of
taxes paid invested wisely its total real worth theoretically could
be many times its nominal value. On the other hand, it is possible
that the principal could be wiped out by poor investment choices.
To obtain a middle ground, consisting of a reasonable and safe in-
vestment history, one could assume that the value of taxes paid
was always placed in U.S. Government obligations. Excess Social
Security taxes have always been invested in U.S. Government secu-
rities, so, to provide illustrations, we use the effective interest rates
earned by the Social Security Trust Funds over the years and those
projected for the future. Under the alternative II assumptions, av-
erage annual interest rates are projected ultimately to be 6.2 per-
cent, a “real” interest rate of 2.7 percent (i.e., 2.7 percent above in-
flation). The interest is assumed to be tax free.

The cumulative value of taxes plus interest at the 3 different
earnings levels for workers retiring in 1997 are shown in tables
1-49, 1-50, and 1-51.

ILLUSTRATIVE PAYBACK TIMES

Table 1-52 shows past and projected payback times for workers
retiring in various years from 1940 to 2025. In these illustrations,
benefits are for the worker alone. However, the value of the benefit
could be higher if the worker had dependents who were eligible for
benefits. For example, if these workers had spouses who also were
the full retirement age and were not entitled to a Social Security
benefit on their own account, then the value of the monthly benefit
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TABLE 1-52.—NUMBER OF YEARS TO RECOVER TAXES PLUS INTEREST FOR VARIOUS
WORKERS RETIRING AT AGE 65, ! SELECTED YEARS 1940-2025

. Minimum Average Maximum
Year of retirement earner earnégr earner
[llustration 1: Years to recover employee’s OASI
taxes
TOA0 e (2) 0.1 0.2
1960 oo 0.5 0.8 1.0
1980 ..... 1.5 2.0 2.1
1997 ... 6.0 8.5 11.3
2005 e 8.4 12.0 16.2
2015 ... 9.7 14.1 20.8
2025 s 9.6 14.6 24.7
lllustration 2: Years to recover combined
employee-employer OASI taxes
(2) 0.2 0.4
1.0 1.6 2.0
3.0 3.9 4.4
13.6 20.2 28.5
19.4 29.7 455
22.8 37.0 71.3
22.5 38.8 125.7
lllustration 3: Years to recover retirement portion
of employee’'s OASI taxes
L940 oo (2) 0.1 0.2
1960 oo 0.4 0.6 0.7
1980 oo 1.1 1.4 1.6
1997 s 4.4 6.2 8.1
2005 e 6.1 8.6 11.5
2015 s 7.1 10.2 14.7
2025 s 7.2 10.8 17.7
[llustration 4: Years to recover retirement portion
of combined employee-employer OASI taxes
T40 e (2) 0.2 0.4
1960 oo 0.7 1.1 1.4
1980 oot 2.2 2.8 3.1
1997 s 9.6 13.9 19.1
2005 s 13.5 19.9 28.4
2005 s 15.9 24.2 39.2
2025 s 16.2 26.2 52.4

1Under the alternative Il assumptions and taking into account benefit increases and continued accrual
of interest after retirement but not the taxation of benefits. The retiree is assumed to attain age 65 and
retire in January of the designated year. The current law increase in the retirement age is reflected.
2|ess than 0.1 years.

Source: Kollmann (1997).

would increase by 50 percent. This would shorten the payback
times considerably.

While these illustrations do not purport to address the
“moneysworth” question, they do show the relationship of payback
times of past, current, and future beneficiaries. It is readily appar-
ent that past retirees recovered the value of their taxes very quick-
ly. Payback times have lengthened for workers retiring today, but
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they are still significantly shorter than those projected for future
retirees. This decline in value is ameliorated somewhat by the pro-
jection that future retirees are expected to live longer, and thus col-
lect benefits longer. Table 1-53 shows the life expectancies for peo-
ple turning age 65 in the illustrated years.

TABLE 1-53.—LIFE EXPECTANCY AT AGE 65, SELECTED YEARS 1940-2025

Life expectancy (in years)

Year
Male Female
11.9 134
12.9 15.9
14.0 18.4
15.6 19.2
16.0 19.5
16.4 19.8
16.8 20.2

Note.—The life expectancy for any year is the average number of years of life remaining for a person
if that person were to experience the death rates by age observed in or assumed for the selected year.
Actual average lifetimes will probably be a little longer than the projected expectancies because of lower
mortality rates assumed in future years.

Source: Board of Trustees (1997).

Defenders of Social Security tend to discount the phenomenon of
lengthening payback times, arguing that the program serves social
ends that transcend calculations of which individuals, or genera-
tions, obtain some sort of balance-sheet profit or loss. They point
out that pay-as-you-go retirement systems such as Social Security
by their nature often provide large returns on the contributions of
the initial generations. In the early years of such programs, the
ratio of workers to recipients is very high, allowing tax or contribu-
tion rates to be low. As the program matures, rates rise to reflect
the increase in the number of beneficiaries. This feature is not
unique to Social Security. Establishing benefit levels for early re-
cipients in excess of what contributions would dictate is also found
in private pension systems.

Furthermore, proponents of Social Security note that providing
“adequate” benefits to initial Social Security recipients that were
essentially “unearned” in relation to their contributions to the sys-
tem was deliberate social policy. Providing a minimum level of pro-
tection to the first workers to participate in the system was consid-
ered more important, in a period of economic depression, than con-
cerns about excessive rates of return on taxes paid. Besides, the so-
cial benefits of giving a measure of economic independence for the
elderly, and later for orphaned children, surviving spouses, and the
disabled, are believed by many to be immense. Thus, some argue
younger workers are in large part relieved from the financial bur-
den of supporting their parents, and the elderly are afforded an op-
portunity to live independently and with dignity.

Critics of Social Security point to these social welfare features as
a basic flaw in the program. They argue that by combining the
goals of social adequacy, which is welfare-related, with individual
equity, which loosely ties benefits to taxes paid, the program has
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become a mishmash that accomplishes neither goal well and cre-
ates inequities. One inequity they cite is that future beneficiaries
will on the whole receive retirement benefits inferior to those that
the equivalence of their taxes could purchase in the private sector.
Furthermore, they say when interest is included, many workers
(for example, those earning at least average wages; see table 1-52)
will not recoup what they and their employer paid in taxes. Often
buttressing these arguments are calculations that show what indi-
viduals could receive if their Social Security taxes were invested
privately.

This latter argument is dependent on the interest rate assumed
on private investment. Arriving at the “proper” interest rate is
problematic. Those who project high investment returns often refer
to the historical performance of the stock market, showing that a
portfolio of broad-based stocks would have earned on average sub-
stantial rates of return over the years, and that this performance
can be expected to continue in the future. Also, high real interest
rates may not seem so unlikely given the relationship of nominal
interest rates and inflation over the past decade.

On the other hand, private investments have an element of risk
that critics believe should be unacceptable in providing a national
system of retirement income, and that if a safe-as-possible mix of
investment vehicles were used instead, projected rates of return
would be smaller. They also contend that recent high real interest
rates are a historical anomaly that will not be sustained in the fu-
ture. The key point for the reader is to be aware of the influence
exerted by the projected rate of return in these sorts of calcula-
tions, and the large degree to which the argument about the value
of Social Security hinges around it.
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